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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-07-0504

My testimony addresses the following issues, and responds to the testimony of Southwest Gas
Corporation (“Company,” “Southwest,” or “SWG”) witnesses Montgomery, Mashas, Aldridge
and Hobbs on these issues:

The Company’s proposed revenue requirement
Adjustments to test year data

Rate base

Test year revenues, expenses, and net operating income

My findings and recommendations for each of these areas are as follows:

e The Company’s proposed revenue requirement of a base rate increase of $50.22
million is significantly overstated. On original cost rate base (“OCRB”) my
calculations show a jurisdictional revenue deficiency of $29.57 million. I
recommend that SWG be authorized a base rate increase of $29.57 million on
adjusted fair value rate base (“FVRB”). This amount is between the Staff’s two
options for the revenue requirement on FVRB. On adjusted FVRB under Staff’s
option 1, which uses a fair value rate of return of 6.80 percent, I show a base rate
increase of $29.00 million. Similar to Staff’s recommendations in a recent remand
proceeding, Docket No. W-02113A-04-0616, concerning Chaparral City Water
Company, Staff is also presenting the Commission with an option 2 for the fair value
rate of return for SWG. Under option 2 the fair value rate of return for SWG is 7.09
percent, and the jurisdictional revenue deficiency is approximately $35.71 million.
The testimony of Staff witness David Parcell addresses the determination of the fair
value rate of return. In its filing, Southwest calculated the same revenue deficiency
under the OCRB and FVRB, and consequently has not requested an additional rate
increase on FVRB. As noted above, in this case, the jurisdictional revenue
deficiency of $29.57 million falls between the two fair value options.

e The following adjustments to Southwest’s proposed original cost rate base should be
made:




Summary of Staff Adjustments to Rate Base OCRB RCND RB
Adj. Increase Increase
No. |Description (Decrease) (Decrease)
B-1 |Yuma Manors Pipe Replacement $ (1,092,448)] $ (1,092,448)
B-2 |Customer Advances for Construction $ (7,399,425)] $ (7,399,425)
B-3 |Cash Working Capital $ 53,791 | § 53,791
B-4 }Customer Deposits $ (2,480,873)] $ (2,480,873)
B-5 |Accumulated Deferred Income Taxes - Acct.190 $ (13,132,025)] $ (20,109,648)
B-6 |Intangible Plant Added After the Test Year 3 (543,210)] $ (543,210)
B-7 }Accumulated Deferred Income Taxes - RCND $ (95,409,229)
Total of Staff Adjustments $ (24,594,191 $  (126,981,042)
SWGas Proposed Rate Base (Original Cost and RCND) $ 1,094,790,047 | $ 1,843,481,069
Staff Proposed Rate Base (Original Cost and RCND) $ 1,070,195,857 [ § 1,716,500,027

e The following adjustments to Southwest’s proposed revenues, expenses and net

operating income should be made:

Summary of Staff Adjustments to Net Operating Income Pre-Tax Adj. to Net Operating
Revenue or Expense Income
Adj. Increase Increase
No. |Description (Decrease) (Decrease)
C-1 |Yuma Manors Depreciation and Property Tax Expense $ (83,315)| § 50,381
C-2 |Customer Advances for Construction $ (69,700)] $ 42,148
C-3 |Management Incentive Program $ (1,868,691)] $ 1,130,012
C-4 |Stock Based Compensation $ (820,915)] $ 496,414
C-5 |Supplemental Executive Retirement Expense $ (1,625,460)} $ 982,929
C-6 |American Gas Association Dues $ (80,138)| $ 48,460
C-7 |TRIMP Surcharge $ (920,914)] $ 556,884
C-8 |A&G Expenses - Annualized Paiute Allocation $ (23,447} $ 14,179
C-9 |Interest on Customer Deposits $ 148,852 1 § (90,012)
C-10 |Interest Synchronization $ - $ (237,509)
C-11 |Flow Back Excess Deferred Income Taxes $ - $ 147,345
C-12 |Injuries and Damages $ (861,71} $ 521,087
C-13 |Leased Aircraft Operating Costs $ (32,814)} § 19,843
C-14 |El Paso Natural Gas Rate Case Expense $ 4774151 $ 288,697
C-15 |New Intangible Plant Annualized Amortizations $ (181,069)] $ 109,494
Total of Staff's Adjustments to Net Operating Income $ (6,896,743)] $ 4,080,352
Adjusted Net Operating Income per Southwest Gas $ 73,180,098
Adjusted Net Operating Income per Staff $ 77,260,450

Concerning Southwest’s Arizona costs related to the natural gas Transmission Integrity

Management Program (“TRIMP”), I recommend that:

1) The current TRIMP deferral and surcharge mechanism that was ordered by the
Commission in Decision No. 68487 for a 36-month period will continue for the remainder
of the 36-month period. This surcharge, which Southwest has indicated it will be updating
in the near future, would continue the 50/50 sharing ordered by the Commission in Decision
No. 68487. Any over- or under-recovery of the 50 percent of TRIMP costs as of February
28, 2009 (the end of the 36-month period), would be addressed in the TRIMP surcharge for
the subsequent period.




2) After the TRIMP surcharge ordered by the Commission in Decision No. 68487 is
completed (which is currently expected to occur by February 28, 2009), a new TRIMP
surcharge would replace it. The new TRIMP surcharge would be designed to recover
$921,000 of TRIMP costs over the initial twelve-month period (currently expected to be
March 2009 through February 2010). Providing for an annual recovery of $921,000 of
TRIMP costs, divided by a test year rate case volume of 743,110,918 therms would produce
a DOT TRIMP surcharge of $0.00124 per therm. TRIMP surcharge revenue and TRIMP
costs would be recorded by Southwest into Account 182.3. Starting with the March 2009
TRIMP surcharge period, the 50 percent shareholder responsibility for TRIMP costs would
cease.

3) The TRIMP revenue and costs in Southwest’s base rate filing should be removed, since
prospective recovery would continue to be governed by the existing and the replacement
TRIMP surcharge mechanisms, described above.
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| 1 L INTRODUCTION

2 Q. Please state your name, position and business address.

31 A Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

4 15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q. Please describe Larkin & Associates.

71 A Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm.

8 The firm performs independent regulatory consulting primarily for public service/utility

9 commission staffs and consumer interest groups (public counsels, public advocates,
10 consumer counsels, attorneys general, etc.). Larkin & Associates has extensive
11 experience in the utility regulatory field as expert witnesses in over 400 regulatory
12 proceedings including numerous telephone, water and sewer, gas, and electric matters.
13

144 Q. Mr. Smith, please summarize your educational background.

15 A. I received a Bachelor of Science degree in Business Administration (Accounting Major)
16 with distinction from the University of Michigan - Dearborn, in April 1979. 1 passed all
17 parts of the Certified Public Accountant (“C.P.A.”) examination in my first sitting in
18 1979, received my CPA license in 1981, and received a certified financial planning
19 certificate in 1983. I also have a Master of Science in Taxation from Walsh College,
20 1981, and a law degree (J.D.) cum laude from Wayne State University, 1986. In addition,
21 I have attended a variety of continuing education courses in conjunction with maintaining
22 my accountancy license. I am a licensed C.P.A. and attorney in the State of Michigan. I
23 am also a Certified Financial Planner™ professional and a Certified Rate of Return
24 Analyst (“CRRA”). Since 1981, I have been a member of the Michigan Association of
25 Certified Public Accountants. I am also a member of the Michigan Bar Association and

26 the Society of Utility and Regulatory Financial Analysts (“SURFA™). I have also been a
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1 member of the American Bar Association (“ABA”), and the ABA sections on Public
2 Utility Law and Taxation.
3
41 Q. Please summarize your professional experience.
51 A Subsequent to graduation from the University of Michigan, and after a short period of
6 installing a computerized accounting system for a Southfield, Michigan realty
7 management firm, I accepted a position as an auditor with the predecessor CPA firm to
8 Larkin & Associates in July 1979. Before becoming involved in utility regulation where
9 the majority of my time for the past 29 years has been spent, I performed audit,
10 accounting, and tax work for a wide variety of businesses that were clients of the firm.
11
12 During my service in the regulatory section of our firm, I have been involved in rate cases
13 and other regulatory matters concerning electric, gas, telephone, water, and sewer utility
14 companies. My present work consists primarily of analyzing rate case and regulatory
15 filings of public utility companies before various regulatory commissions, and, where
16 appropriate, preparing testimony and schedules relating to the issues for presentation
17 before these regulatory agencies.
18
19 I have performed work in the field of utility regulation on behalf of industry, state attorney
20 generals, consumer groups, municipalities, and public service commission staffs
21 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,
22 Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,
23 Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey,
l 24 New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,
i 25 South Dakota, Texas, Utah, Vermont, Washington, Washington D.C., and Canada as well
‘ 26 as the Federal Energy Regulatory Commission and various state and federal courts of law.
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Q. Have you prepared an attachment summarizing your educational background and

regulatory experience?

A. Yes. Attachment RCS-1 provides details concerning my experience and qualifications.
Q. On whose behalf are you appearing?
A. I am appearing on behalf of the Arizona Corporation Commission (“ACC” or

“Commission”) Utilities Division Staff (“Staff”).

Q. Have you previously testified before the Arizona Corporation Commission?

A. Yes. I have testified before the Commission previously on a number of occasions.
Recently, I testified before the Commission in Docket kNo. E-01345A-06-0009, involving
an emergency rate increase request by Arizona Public Service Company (“APS” or
“Company”), and concerning APS’s proposed depreciation rates in Docket Nos. E-
01345A-05-0816, E-01345A-05-0826 and E-01345A-05-0827, a proceeding involving
APS base rates and other matters. I also testified before the Commission in the most
recent UNS Gas, Inc. rate case, Docket Nos. G-04204A-06-0463, G-04204A-06-01013
and G-04204A-05-0831, and in the most recent UNS Electric, Inc. rate case Docket No.
E-04204A-06-0783.

Q. What is the purpose of the testimony you are presenting?
A. The purpose of my testimony is to address the rate base, adjusted net operating income
and revenue requirement proposed by Southwest Gas Corporation (“SWG@G,” “Southwest”

or “Company”).
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1| Q. Have you prepared any exhibits to be filed with your testimony?
2 A. Yes. Attachments RCS-2 through RCS-6 contain the results of my analysis and copies of

3 selected documents that are referenced in my testimony, respectively.

5{ IL REVENUE REQUIREMENT
Q. What issues are addressed in your testimony?
My testimony addresses the Company’s proposed revenue requirement and selected other

issues.

N-RENN- RN Y
>

10 Q. What revenue increase has been requested by SWG?

11 A SWG is requesting an increase in base rate revenues of $50.22 million or approximately
12 12.6 percent, based on adjusted revenues at current rates of $399.2 million. The révenue
13 amount is from Company Schedule C-1 in Southwest’s filing and is also shown on Staff
14 Schedule C on Attachment RCS-2.

15

16| Q. What revenue increase does Staff recommend?

171 A. Staff recommends a revenue increase of $29.57 million on adjusted fair value rate base.
18 As shown on Schedule A, on original cost rate base (“OCRB”) my calculations show a
19 jurisdictional revenue deficiency of $29.57 million. On adjusted fair value rate base
| 20 (“FVRB”) under Staff’s option 1, which uses a fair value rate of return of 6.80 percent, I
21 show a base rate increase of $29.00 million. Similar to Staff’s recommendations in a
22 recent remand proceeding, Docket No. W-02113A-04-0616, concerning Chaparral City
23 Water Company, Staff is also presenting the Commission with an option 2 for the fair
24 value rate of return for SWG. While Staff is not recommending that the Commission
25 adopt option 2 in this case, under option 2 the fair value rate of return for SWG is 7.09

26 percent, and the jurisdictional revenue deficiency is approximately $35.94 million.
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1 Attachment RCS-2, Schedule D, shows the development of Staff’s recommended fair
2 value rate of return to be applied to FVRB. The testimony of Staff witness David Parcell
3 also addresses the determination of the fair value rate of return.
4
501 A. Test Year
6] Q. What test year is being used in this case?
71 A SWG’s filing is based on the historic test year ended April 30, 2007. Staff’s calculations
8 use the same historic test year.
9

10 Q. Could you please discuss the test year concept?

11} A Yes. In Arizona, a historic test year approach is used. Various adjustments are made to
12 the historic test year amounts to ensure that there is a matching of investment, revenues
13 and expenses. Rate base items, such as plant in service and accumulated depreciation, are
14 based on the actual level as of the end of the historic test year. Several rate base items that
15 tend to fluctuate from month to month, such as materials and supplies and prepayments,
16 are based on a test year average level. Since end of test year net plant in service is used,
17 revenues are annualized based on end of test year customer levels. Additionally, certain
18 expenses, such as depreciation and payroll costs, are annualized based on end of test year
19 levels. This is to ensure that the going-forward revenue and expense levels are matched
20 with the investment (net plant-in-service) used to serve those customers.

21

22 As time goes forward, changes in the Company’s cost structure will occur. For example,
23 rate base will increase as new plant is added to serve new customers, revenue will increase
24 as customers are added, expenses will fluctuate, etc. It is very important to be consistent

25 with a test period approach to ensure that there is a consistent matching between
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1 investment, revenues and costs. Any adjustments that reach beyond the end of the historic
2 test year must be very carefully considered before being adopted.
3
411 B. Summary of Company Proposed and Staff Adjusted Revenue Requirement
5 What did your review of SWG’s filing indicate?
6f A. As shown on Attachment RCS-2, Schedule A, I have calculated a base rate revenue
7 deficiency on OCRB of $29.57 million. As also shown on Attachment RCS-2, Schedule
8 A, based on the fair value rate of return recommended by Staff witness David Parcell and
9 the adjustments to SWG’s rate base and net operating income recommended by myself
10 and other Staff witnesses, I have calculated a jurisdictional base rate revenue requirement
11 deficiency on FVRB of $29.00 million. SWG should be authorized a base rate increase of
12 $29.57 million in this case because, this is between the $29.00 million on adjusted fair
13 value rate base under Staff’s option 1, which uses a fair value rate of return of 6.80
14 percent, and the revenue requirement under fair value option 2. Similar to Staff’s
15 recommendations in a recent remand proceeding, Docket No. W-02113A-04-0616,
16 concerning Chaparral City Water Company, Staff is also presenting the Commission with
17 an option 2 for the fair value rate of return for SWG. Under option 2, which Staff is not
18 recommending the Commission adopt,the fair value rate of return for SWG is 7.09
19 percent, and the jurisdictional revenue deficiency is approximately $35.71 million.
20
21| C. Organization of Staff Accounting Schedules
221 Q. How are Staff’s accounting schedules organized?
23 A. Staff’s accounting schedules are presented in Attachment RCS-2. They are organized into
24 summary schedules and adjustment schedules. The summary schedules consist of
25 Schedules A, A-1, B, B.1, C, C.1 and D. Attachment RCS-2 also contains rate base
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adjustment Schedules B-1 through B-7 and net operating income adjustment Schedules C-

1 through C-15.

Q. What is shown on Schedule A of Attachment RCS-2?

A. Attachment RCS-2 presents the Staff Accounting Schedules and revenue requirement
determination. Schedule A presents the overall financial summary, giving effect to all the
adjustments I am recommending in my testimony. This schedule presents the change in
the Company’s gross revenue requirement needed for the Company to have the
opportunity to earn Staff’s recommended rate of return on Staff’s proposed Original Cost
and FVRB. The rate base and operating income amounts are taken from Schedules B and
C, respectively. The overall rate of return on original cost rate base of 8.88 percent, as
presented in the prefiled testimony of Staff witness Parcell, is provided on Schedule D for
convenience, as are the derivation of Staff’s two options for the fair value rate of return.
Columns D and E of Schedule A present Staff’s determination of the base rate revenue
deficiency on FVRB using Staff’s two proposed alternatives for the fair value rate of
return. Schedule D presents the original cost and fair value rate of return recommended in

the prefiled testimony of Mr. Parcell.

The operating income deficiency shown on line 5 of Schedule A is obtained by subtracting
the operating income available on line 4 (operating income as adjusted) from the required
operating income on line 3. Line 7 represents the gross revenue requirement, which is
obtained by multiplying the income deficiency by the gross revenue conversion factor

(“GRCF”). The derivation of the GRCF is shown on Schedule A-1.
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1t Q. How does the GRCF recommended by Staff compare with the GRCF contained in
|
| 2 SWG’s filing?

3 A As shown on Schedule A-1, Staff recommends a GRCF of 1.6586. This is the same as the

| 4 GRCF of 1.6586 used in SWG’s filing.
5
6] Q. | What is shown on Schedule B?
71 A Schedule B presents SWG’s proposed adjusted test year Original Cost and Fair Value rate
8 base and Staff’s proposed adjusted test year Original Cost and Fair Value rate base. The
9 beginning rate base amounts presented on Schedule B are taken from the Company’s
10 filing for the test year, specifically SWG Schedule B-1. Staff’s recommended adjustments
11 to rate base are summarized on Schedule B.1. I have prepared a Schedule B.1 for
12 adjustments to Southwest’s proposed original cost rate base, and a Schedule B.1 for
13 Reconstruction Cost New Depreciated (“RCND”) rate base adjustments.
14
15 Schedules B-1 through B-6 provide further support and calculations for the rate base
16 adjustments Staff is recommending.
17

18} Q. What is shown on Schedule C?

191 A. The starting point on Schedule C is SWG’s adjusted test year net operating income, as

20 provided on Company Schedule C-1. Staff’s recommended adjustments to SWG’s
21 adjusted test year revenues and expenses are summarized on Schedule C.1. Each of the
22 adjustments are discussed in this testimony.

23

24 Schedules C-1 through C-14 provide further support and calculations for the net operating

| 25 income adjustments Staff is recommending.
\

26
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Q. What is shown on Schedule D?

A. Schedule D summarizes the capital structure and cost of capital that was proposed by
SWG and the capital structure and cost of capital that is recommended by Staff witness
Parcell. Schedule D also presents the derivation of Staff’s recommended fair value rate of

return for use with the Staff’s adjusted fair value rate base.

D. Return on Fair Value Rate Base

Q. How was the fair value basis of rate base determined?

A. As shown on Attachment RCS-2, Schedule B, the fair value rate base was determined by
averaging Original Cost and RCND rate base information. For purposes of this
presentation, I have used the Company’s RCND information as the starting point for
Staff’s derivation of the fair value rate base. As described in my testimony concerning
RCND rate base, I have made an adjustment to the Accumulated Deferred Income Tax

component of RCND rate base. This is addressed in Staff Adjustment B-7.

Q. How did SWG determine the rate of return to apply to fair value rate base in its
filing?

A. In SWG’s own filing, as shown on Schedule A-1, the Company adjusted the return that is
to be applied to fair value rate base downward, consistent with long-standing Commission
practice, such that the revenue requirement produced by both the original cost rate base
and the fair value rate base were exactly the same and would not result in an excessive
return on equity to the utility. On its Schedule A-1, SWG shows the exact same Adjusted
Operating Income and Required Operating Income amounts on the Company’s proposed
Original Cost and on its proposed Fair Value rate base. On that Schedule in the Fair
Value column, Southwest calculates an increase in gross revenue requirements of $50.22

million.
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1| Q. Has the Commission’s traditional calculation of return on fair value rate base been
2 called into question by a recent Court of Appeals decision?

31 A Yes. The Commission’s traditional calculation of return on fair value rate base calculation
4

has been called into question by a recent Arizona Court of Appeals ruling involving

5 Chaparral City Water Company. In that ruling, the Arizona Court of Appeals found that

6 Staff’s determination of operating income ignored fair value rate base, and that the

7 Commission must use fair value rate base to set rates per the Arizona Constitution.

8

91 Q. What guidance for calculating the return on fair value rate base does that Court of
10 Appeals decision provide?

114 A First, the Court of Appeals specifically stated that the Commission was not bound to apply

12 . an authorized rate of return that was developed for use with an original cost rate base,
13 without adjustment, to the fair value rate base. Page 9 of the Court of Appeals decision
14 stated that: “Chaparral City ... asks that the Commission be directed to apply the
15 ‘authorized rate of return’ to the fair value rate base rather than to the OCRB, as Chaparral
16 City contends was done here.” At page 13, paragraph 17, the Court of Appeals decision
17 states as follows: “The Commission asserts that it was not bound to use the weighted
18 average cost of capital as the rate of return to be applied to the FVRB. The Commission is
19 correct.” Thus, the Court of Appeals clearly stated that the Commission is not bound to
20 apply to the FVRB the same weighted average cost of capital that was developed for
21 application to the OCRB.

22

23 At pages 13-14, paragraph 17, the Court of Appeals decision stated that: “... the
24 Commission cannot ignore its constitutional obligation to base rates on a utility’s fair
251 - value. The Commission cannot determine rates based on the original cost, or OCRB, and

26 then engage in a superfluous mathematical exercise to identify the equivalent FVRB rate
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of return. Such a method is inconsistent with Arizona law.” At page 13, the decision
states: “If the Commission determines that the cost of capital analysis is not the
appropriate methodology to determine the rate of return to be applied to the FVRB, the

Commission has the discretion to determine the appropriate methodology.”

Q. Has a remand proceeding been established by the Commission to address the
calculation of the return on fair value rate base, i.e., to address the ruling in the
Court of Appeals decision?

A. Yes. The Commission has opened a docket to address such issues in a Chaparral City

remand proceeding.

Q. How has Staff addressed the ruling in the Court of Appeals decision for purposes of
the current SWG rate case?

A. In view of the Court of Appeals decision in the Chaparral City case, Staff has
appropriately adjusted the weighted cost of capital to derive a fair value rate of return to
apply to the utility’s fair value rate base. David Parcell’s direct testimony in the instant
rate case describes Staff's derivation of the fair value return on fair value rate base
calculations in view of the recent Court of Appeals decision concerning Chaparral. Staff
has also recently addressed the determination of a fair value rate of return to be applied to

FVRB in the Chaparral City remand proceeding, Docket No. W-02113A-04-0616.

Schedule D of Attachment RCS-2 shows the derivation of the fair value rate of return for
application to the FVRB. On Schedule A of Attachment RCS-2, I have applied Staff’s
adjustment to the weighted cost of capital as described by Mr. Parcell in his Direct

Testimony. As noted above, Staff has presented the Commission with two options for the

fair value rate of return applicable to FVRB.
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III. RATE BASE
Q. Have you prepared a schedule that summarizes Staff’s proposed adjustments to rate

base?

Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustments
to SWG’s proposed rate base are shown on Schedule B.1. A comparison of the
Company’s proposed rate base and Staff’s recommended rate base on an Original Cost

and Fair Value basis are presented below:

Summary of Rate Base Company Staff Difference

Original Cost Rate Base $ 1,094,790,047 | $ 1,070,195,857 | $ (24,594,190)
RCND Rate Base $ 1,843,481,069 | § 1,716,500,027 | $  (126,981,042)
Fair Value Rate Base $ 1,469,135,559 | § 1,393,347,942 | $ (75,787,617)

Adjustments to Original Cost Rate Base

Q.
A.

Please discuss Staff’s adjustments to Southwest’s proposed original cost rate base.

Staff has made five adjustments to Southwest’s proposed original cost rate base. These
have been designated as Staff Adjustments B-1 through B-6. [Each adjustment is
discussed below. I have also made an adjustment to Southwest’s proposed RCND rate
base, for trending the Accumulated Deferred Income Tax (“ADIT”) component, which is

also discussed below and shown in Staff Adjustment B-7.

Yuma Manors Pipe Replacement

Please explain the adjustment for the Yuma Manors Pipe Replacement.

As shown on Schedule B-1, this adjustment reduces rate base by $1,092,448. Staff’s
concerns regarding Southwest’s deficient pipe maintenance are discussed in the testimony
of Staff engineer Corky Hanson. This adjustment restates test year rate base as if the pipe

replacement project undertaken by Southwest in the Manors subdivision in Yuma,

Arizona, did not exist. Plant in Service accounts for Mains (Account 376) and Services




w ke WN

O 0 3 N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Direct Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 13

B-2

(Account 380) are restated to effectively eliminate the costs related to the Company’s
failure to adequately maintain the pipe which led to its replacement. Accumulated
Depreciation as of April 30, 2007, the end of the test year, is also restated similarly. The
components of the adjustment are summarized on Schedule B-1. Plant in Service is
reduced by $1.232 million. Accumulated Depreciation is increased by $139,314. Net rate
base is decreased by $1.092 million. The source for the amounts used in the adjustment is

Southwest’s response to Staff data requests STF-7-1 and LA-1 1-6.!

Is there an adjustment to operating expenses related to this adjustment?
Yes. Staff Adjustment C-1 is related to this adjustment and reduces test year Depreciation
Expense and Property Tax Expense, based on the adjustment to Plant in Service and Net

Plant, respectively.

Customer Advances for Construction

Please explain Staff’s Adjustment B-2.

This adjustment decreases rate base by $11.285 million to reflect the end-of-test-year
balance for Customer Advances. Rate base is also increased by $3.885 million for the

related impact on Accumulated Deferred Income Taxes (“ADIT™).

Why should the end-of-test-year balance be used for Customer Advances?
The end-of-test-year balance for Customer Advances should be used for at least two

reasons.

First, Customer Advances are related to Plant, and the end-of-test-year balances for Plant

in Service and Accumulated Depreciation are used in rate base. Revenues have been

' See Attachment RCS-5 for copies of data request responses referenced in this testimony.
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annualized to year-end conditions, and expenses, such as Depreciation and Property Taxes
have also been adjusted to year-end conditions, to properly “match” with the use of year-

end plant in rate base.

Second, and perhaps more importantly, the end-of-test-year balance for Customer
Advances is more representative of current and ongoing conditions than would be an
average test year balance. As shown on Schedule B-2, the monthly balance of Customer
Advances has increased in each month of the test year. Thus, unlike some other rate base
components, where the balances fluctuate up and down from month to month, the steady
upward trend in Customer Advances indicates that this is a growing balance.
Consequently, the average balance is not representative of conditions at the end of the test
year, or on a going-forward basis. A graph of the monthly Customer Deposit balances,

which illustrates this trend, is also presented on Schedule B-2.

Working Capital
Have you reviewed the Company’s request for a working capital allowance?
Yes. The Company’s proposed working capital request of approximately $5.68 million

consists of three separate subcomponents. The subcomponents are:

(1) a negative cash working capital balance of $10.38 million based on a lead/lag study;
(2) a thirteen-month average materials and supplies balance of $12.39 million; and

(3) a thirteen-month average prepayments balance of $3.68 million.
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B-4.1 Cash Working Capital

Q.
A.

What is cash working capital?

Cash working capital is the cash needed by the Company to cover its day-to-day
operations. If the Company’s cash expenditures, on an aggregate basis, precede the cash
recovery of expenses, investors must provide cash working capital. In that situation a
positive cash working capital requirement exists. On the other hand, if revenues are
typically received prior to when expenditures are made, on average, then ratepayers
provide the cash working capital to the utility, and the negative cash working capital
allowance is reflected as a reduction to rate base. In this case, the cash working capital

requirement is a reduction to rate base as ratepayers are essentially supplying these funds.

Does SWG have a positive or negative cash working capital requirement?

SWG has a negative cash working capital requirement. In other words, ratepayers are
essentially supplying the funds used for the day-to-day operations of the Company. On
average, revenues from ratepayers are received prior to the time when the utility pays the

associated expenditures.

Did SWG present a lead/lag study in support of its cash working capital
requirement?

Yes, SWG performed a lead/lag study to calculate the cash working capital requirement in
this case. The Company provided its lead/lag study calculations with the work papers

provided in the case.

Has SWG made any revisions to the cash working capital calculation included in its

filing?

No, none of which I am aware.
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1| Q. Are you recommending any revisions to SWG’s cash working capital request?

21 A Yes. At this time, as shown on Schedule B-3, I have reflected the impact of Staff’s
3 adjustments to operating expenses and impacts on revenue based taxes. I also propose to
4 synchronize the calculation of cash working capital with Staff’s recommended revenue
5 increase.”

6

71 Q What is the result of your cash working capital calculation?

8l A. As shown on Schedule B-3, at this time I have increased SWG’s filed cash working
9 capital by approximately $54,000.
10

1] Q. What revenue lag does Southwest propose and what are its components?

12 A. Southwest proposes a total revenue lag of 39.53 days, based on the following three

13 components:
14
Lag
Description Days
Cycle 15.20
Read to Bill 2.90
Bill to Collection 21.43
Total revenue lag days 39.53
15
16} Q. Do you have any concerns about apparent omissions in Southwest’s lead-lag study?

17} A. Yes. It appears that Southwest has omitted reflecting the additional cash payment lag

18 associated with revenue-based taxes and assessments. I have recently reviewed lead-lag
19 studies for other Arizona utilities, including UNS Gas, UNS Electric and Tucson Electric
20 Power Company. Those lead-lag studies have included a component for the additional
21 cash payment lag related to the payment of revenue-based taxes and assessments. During
22 the period between (1) when the utility collects the revenue based taxes from ratepayers

% Such synchronization has not yet been reflected at this time, but would be incorporated in Staff’s surrebuttal filing.
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l
1 and (2) when the utility remits those funds to the taxing or assessing authority, the
* 2 Company has use of the ratepayer-provided funds. Because the revenue based taxes are
i 3 directly related to the provision of utility service and because there is a cash payment and
4 the utility typically has the use of ratepayer-provided funds for some period, it is
5 appropriate to reflect the payment lag associated with such taxes in the determination of
6 cash working capital using a lead-lag study.
7
81 Q How did Southwest consider revenue-based taxes in its lead-lag study?
91 A. Southwest considered revenue-based taxes in its lead-lag study by adding such taxes to
10 billed revenues in order to calculate the 21.43 day billing to collection lag. However,
11 based on my review to date, it does not appear that Southwest reflected the additional
12 payment lag associated with such taxes as a source of ratepayer-provided funds. Follow
13 up discovery has been issued to Southwest in Staff data requests STF-11-2 and STF-11-3
14 concerning this issue.” The Company’s response to STF-11-2 indicates that it did not
15 calculate the revenue-based taxes in its lead-lag study. The Company’s response to STF-
16 11-3, parts 1 through 3, indicates that SWG has not performed any study related to
17 revenue-based taxes. The Company’s response to STF-11-3 supplied “raw data” in a
18 format that will be time-consuming to evaluate. Consequently, at a later point in this
19 proceeding, such as with Staff’s surrebuttal testimony, it may be necessary to incorporate
20 an adjustment to cash working capital for the impact of the payment lag associated with
21 revenue-based taxes and assessments.
22
> See Attachment RCS-5.
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B-4 Customer Deposits

Q. Please explain Staff’s Adjustment B-4.

A. This adjustment decreases rate base by $2.48 million to reflect the end-of-test-year
balance for Customer Deposits.

Q. Why should the end-of-test-year balance be used for Customer Deposits?

A. The end-of-test-year balance be used for Customer Deposits should be used for at least

two reasons.

First, Customer Deposits are related to the number of customers that the utility is serving.
End-of-test-year balances for Plant in Service and Accumulated Depreciation are used in
the determination of Southwest’s rate base. Revenues have been annualized to year-end
conditions, and expenses, such as Depreciation and Property Taxes have also been
adjusted to year-end conditions, to properly “match” with the use of year-end plant in rate
base. Using the end-of-test-year balance of Customer Deposits thus better matches that
balance with the use of year-end customer levels that were used to annualize utility

revenues to test year-end conditions.

Second, and perhaps more importantly, the end-of-test-year balance for Customer
Deposits is more representative of current and ongoing conditions than would be an
average test year balance. As shown on Schedule B-4, the monthly balance of Customer
Deposits has increased in each month of the test year. Thus, unlike some other rate base
components, where the balances fluctuate up and down from month to month, the steady
upward trend in Customer Deposits indicates that this is a growing upward trend, and the
average balance is not representative of conditions at the end of the test year, or on a

going-forward basis. Perhaps even more compelling regarding the trend of steady growth

Southwest has experienced in the monthly balances of Customer Deposits is shown on
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B-5

Schedule B-4, page 2. In the 61 months from September 2002 through September 2007,
the Company’s balance of Customer Deposits has increased in every single month. A
graph of the monthly Customer Deposit balances from September 2002 through
September 2007, which illustrates this trend of steady growth to (and even beyond) the

end of the test year, is presented on Schedule B-4, page 3.

Miscellaneous Accumulated Deferred Income Tax, Account 190

Please explain the adjustment to Miscellaneous Accumulated Deferred Income Taxes
(“ADIT”) that were included in rate base by Southwest for Account 190.

This adjustment is shown on Schedule B-5. It decreases rate base by $13.132 million to
reflect that a substantial amount of the Company’s proposed rate base addition for
Account 190 has been removed and, consequently, does not exist on a going-forward

basis.

As shown on Schedule B-5, SWG’s proposed rate base amount for Account 190 is based
on a $36.82 million amount, before allocation to Arizona. Per the Company's response to
STF-11-10(a)*, this $36.82 million represents the total Alternative Minimum Tax Credit
(AMTC) for Southwest Gas Corporation as of 12/31/06. That response also indicates that
there is a short-term (i.e., “current”) and a long-term portion of the $36.82 million. Sub-
account 19002110 for $25 million is the current portion of the AMTC that is expected to
be utilized during the next 12 months, i.e., during the 2007 tax year. Sub-account
19002115 is the non-current bortion of the AMTC and represents the amount that is

expected to be utilized sometime after the 2007 tax year.

* See Attachment RCS-5
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Federal income tax information reviewed at Southwest’s offices confirms that a
substantial portion of the AMT carry-forward has been used by the Company in 2007.
SWG made an updated estimate of the amount of 2007 federal corporation income tax that
it would owe on its 2007 tax return. The most current estimate made by the Company was
as of March 15, 2008, when SWG prepared its federal corporate tax return extension
filing. The amount of AMT carry-forward that was used by the Company, therefore, is no
longer being carried as an ADIT balance in Account 190. On a going-forward basis, the
amount of AMTC that was applied in 2007 to reduce SWG’s income taxes no longer

exists, and should therefore be removed from rate base..

Q. Are you satisfied that the remaining balance in Account 190 is representative of a
reasonable and continuing level of tax prepayment related to the AMT on a going-
forward basis?

A. For the most part, yes. Southwest currently expects to be able to apply an additional
amount of its AMT carry-forward to reduce income tax in tax year 2009 (but not in tax
year 2008); therefore, the remaining Account 190 balance is expected to remain during
2008 and beyond until it can be utilized. Consequently, the remainder appears to

represent a continuing tax prepayment on a going-forward basis.

Q. What other concerns do you have regarding SWG’s proposed rate base addition for
ADIT in Account 190 that relates to AMT?

A. There is also a concern that some portion of the ADIT balance in Account 190 was caused
by AMT components that are not considered in the determination of utility revenue
requirements. An example of one such item would be the increase in cash surrender value
of company owned life insurance (“COLI”). Ideally, only the going-forward portion of

the ADIT balance in Account 190 that is for AMT items that relate to revenue and




Direct Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 21

1 expense timing differences that would be allowable in the determination of the base rate

2 revenue requirement for Southwest’s Arizona gas utility operations should be included in

3 rate base. The incremental portion of Southwest’s AMT carry-forward balance that

4 relates to non-allowable and/or non-utility items should not be included in rate base.

5

6 Q. Is Staff recommending any additional adjustment to the rate base amount for

7 Account 190 for non-utility or non-allowable AMT carry-forward components at this

8 time?

o9l A. No. An estimate prepared by Southwest’s Tax Department of the impact of such items
10 shows that the impact is relatively minor in comparison with the total AMT carry-forward
11 balance that comprises Southwest’s ADIT balance in Account 190 as of December 31,
12 2007. The detail of the federal AMT calculation, and its interaction with the “regular”
13 federal corporate income tax, can be quite complex. If the non-utility portion of
14 Southwest’s AMT carry-forward balance appeared to represent a significant addition to
15 rate base, the additional analysis needed to accurately quantify and eliminate the non-
16 utility components would be justified. However, based on the facts known to date in the
17 current case, the far more important concern regarding Account 190 is that the Company’s
18 proposed rate base balance be adjusted to a more representative going-forward level by
19 removing the portion of the AMT carry-forward that Southwest has utilized in tax year
20 2007, as described above, and which therefore does not represent a continuing part of the
21 prepaid balance.

22

234 Q. Did this adjustment also have an impact on RCND rate base?

24| A. Yes. As shown on Schedule B-5, line 3, RCND rate base is decreased by $20,109,648.
25 The Company’s RCND factors for the ADIT in Account 190 used to derive this
26 adjustment to RCND rate base are the same ones used, by year, as the RCND factors used
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in Staff Adjustment B-7, discussed below. Schedule B-5, page 2, shows the RCND

factors applicable to the balance in Account 190.

New Intangible Plant Placed Into Service By December 31, 2007

Please explain Staff’s adjustment for new intangible plant placed into service by
December 31, 2007.

Southwest’s filing included an adjustment (Company Adjustment No. 14) to add to rate
base $1,696,000 for new intangible plant that the Company projected would be placed into
service by December 31, 2007. Staff Adjustment B-6 adjusts the Company’s estimate for
actual new intangible plant that was placed into service by December 31, 2007. As shown

on Schedule B-6, Intangible Plant allocated to Arizona is reduced by $543,210.

Is there a related adjustment for the annualized amortization?
Yes. A related adjustment for the impact upon annualized amortization expense is

presented in Staff Adjustment C-15.

Adjustments to Reconstruction Cost New Depreciated Rate Base

o

A.

B-7

Please describe Staff’s adjustments to RCND rate base.
For the most part, Staff’s adjustments to Southwest’s proposed RCND rate base are the
same amounts as Staff’s adjustments to OCRB. Staff is making an adjustment to trend the

amount of Accumulated Deferred Income Tax in the RCND rate base.

Trended RCND Amount for Accumulated Deferred Income Taxes
Please explain Staff’s adjustment for the ADIT amount in the RCND rate base.
When reviewing Southwest’s RCND rate base, it was discovered that Southwest used the

same Accumulated Deferred Income Tax amounts in OCRB and RCND rate base. This
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IV.

did not have any impact on Southwest’s proposed revenue requirement on fair value rate
base, because of the way in which Southwest calculated the required net operating income
on FVRB. However, it does have an impact on Staff’s proposed revenue requirement on
FVRB. The portion of Southwest’s ADIT balance that relates to Plant and Accumulated
Depreciation should be trended in order to derive the corresponding RCND value. In
response to inquiries for the information needed to derive the trended RCND value for
ADIT, Southwest provided an Excel file. That information was used to derive Staff’s
recommended RCND amount for the ADIT balance. As shown on Schedule B-7, this
Staff adjustment increases the amount of ADIT that Southwest used in deriving its RCND
rate base for ADIT by $95,409,229. Because the ADIT balance is a net offset to rate base,

this adjustment decreases Southwest’s filed RCND rate base by the $95.409 million.

ADJUSTMENTS TO OPERATING INCOME

Please describe how you have summarized Staff’s proposed adjustments to operating
income.

Schedule C summarizes Staff’s recommended net operating income. Schedule C.1
presents Staff’s recommended adjustments to Arizona test year revenues and expenses.
The impact on state and federal income taxes associated with each of the recommended
adjustments to operating income are also reflected on Schedule C.1. SWG’s proposed
adjusted test year net operating income is $73.181 million, whereas Staff’s recommended
adjusted net operating income is $77.160 million. The recommended adjustments to

operating income are discussed below in the same order as they appear on Schedule C.1.
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C-2

Yuma Manors Depreciation and Property Tax Expense

Please explain Staff Adjustment C-1.

This adjustment is related to Adjustment B-1. It removes $54,370 of Depreciation
Expense and $28,945 of Property Tax Expense related to the adjustment to Plant in

Service for the Yuma Manors pipe replacement project.

How did Staff determine its recommended assessment rate for property taxes?

This adjustment reflects the known statutory assessment ratio of 23 percent applicable for
2009, when rates in this case are expected to be effective. The Arizona State Legislature
passed House Bill No. 2779, which set a new rate schedule for property tax assessments.
The new assessment rate schedule provides for decreasing the 25 percent rate applicable
in 2005 in 0.5 percent steps each year until a 20 percent rate is attained in 2015. The

Company’s calculation also used a 23 percent assessment rate.

Gain on Sale of Property in Cave Creek, AZ

Please explain Staff Adjustment C-2.

This adjustment reflects ratepayer sharing of 50 percent of the gain realized by SWG on
the sale of property in Cave Creek, Arizona. As described in SWG’s response to Staff
data request STF-1-96:

In November 2003, the Commission authorized Southwest to acquire the
gas distribution property of Black Mountain Gas (BMG). In September
2007, the Company sold land and structures in Cave Creek, Arizona,
which had been included in gas plant in service. The property acquired in
the BMG acquisition had a net book value of $1,025,676 at the time of the
sale. The land had a net book value of 3502,044 and the structure had a
net book value of $523,632. The net proceeds of the 2007 sale were
81,433,107, resulting in a gain of $418,196. This gain was recorded in
Account 2530, “Other Deferred Credits”. Attached is a schedule showing

5 See Attachment RCS-5.
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C-3

the calculation of the gain. Historically, the Commission has amortized,
over a multiple-year period, the gain or loss on Southwest’s disposition of
property previously included in rate base, 50 percent above-the-line to
ratepayers and 50 percent below-the-line to shareholders.

Staff Adjustment C-2 reflects this treatment. A normalization period of three years was
used. Three years is the same period that Southwest has used for normalizing its proposed
allowance for rate case costs. A shown on Schedule C-2, pre-tax operating income is

increased by $69,700. SWG’s response to STF-9-1 confirmed the $69,700 amount.®

Management Incentive Program Expense
Please explain Staff Adjustment C-3.

This adjustment provides for the allocation of 50 percent of the test year expense for the

-Management Incentive Program (“MIP”) to shareholders. Test year expense for the MIP

proposed by Southwest is reduced by $2.019 million. Related payroll tax expense is
increased by $150,577.

Please explain why payroll tax expense is being increased in Staff Adjustment C-3.
SWG's response to STF-11-15 states that Southwest's annualized labor (shown on the
Company’s workpaper for Schedule C-2, Adjustment No. 3) does not include MIP
compensation or stock based compensation.7 Consequently, the cost of service filed by
SWG did not include annualized payroll taxes related to these two items of compensation.
This adjustment, therefore, provides for annualized payroll tax expense on the portion of

MIP that is being allowed in rates.

6 See Attachment RCS-5.
" See Attachment RCS-5.




Direct Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 26

Q. Please explain why a 50 percent allocation to shareholders is appropriate for an
incentive compensation program, such as Southwest’s MIP.

A. In general, incentive compensation programs can provide benefits to both shareholders
and ratepayers. The removal of 50% of the MIP expense, in essence, provides an equal
sharing of such cost, and therefore provides an appropriate balance between the benefits
attained by both shareholders and ratepayers. Both shareholders and ratepayers stand to
benefit from the achievement of performance goals; however, there is no assurance that
the award levels included in the Company’s proposed expense for the test year will be

repeated in future years.

Q. Please briefly discuss the key provisions of the MIP.
A. SWG's MIP provides variable compensation to executives for the achievement of specific

goals and benchmarks important to both the short-term and long-term success of the

Company. A summary of the MIP award triggers is presented in the following table:
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The MIP award is at risk each year based on performance relative to five measures. These
annual performance measures, which are equally weighted, include three absolute
méasures, which include (1) three-year weighted return on equity, (2) customer to
employee ratio, (3) customer satisfaction survey result as well as two relative measures,
which include (4) current return on equity versus peers and (5) customer-to-employee
ratio versus peers. Each of these measurements has a threshold, target and a maximum.
At target, each measurement contributes 20 percent towards the total award for the year.
An award under a specific criteria may be given within a range from 70 percent at
threshold to 140 percent at maximum. There is no award under specific criteria for
performance under the threshold, and there is no incremental value for performance over

the maximum for any of the five criteria.

Q. How are the MIP awards related to shareholder dividends?

A. As noted above, two of the five MIP award criteria relate to return on equity.
Additionally, no annual incentive awards will be payable unless the Company’s dividends
equal or exceed the prior year’s dividends. This is an important factor because, if
shareholder dividends are decreased from the prior year, there is no incentive awards

under the MIP for that year.

Q. What Southwest management personnel are eligible for the MIP award, and how is it
distributed?
A. According to SWG's response to STF-1-49%, the MIP award opportunity is measured as a

percentage of base salary and varies by title as follows:

¥ See Attachment RCS-5.
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CEO 115%
President 100%
Executive VP 90%
Senior VP 75%
Vice President 50%
Director/Senior Manager (non-officers) 30%

Forty percent of the total award earned under the MIP is paid in cash immediately
following the financial close of the most current calendar year. The remaining 60 percent
is awarded through the issuance of performance shares, which are issued to the executives

and key management employees three years into the future.

Q. Does Southwest recognize that its proposed treatment of MIP expense in the current
case represents a conscious deviation from principles and policies established in
prior Commission Orders?

A. Yes. Data request STF 1-87 asked’:

Are there any aspects of the Company's accounting adjustments and
revenue requirement claim which represents a conscious deviation from
the principles and policies established in prior Commission Orders? If so,
identify each area of deviation, and for each deviation explain the
Company's perception of the principle established in the prior
Commission orders, how the Company's proposed treatment in this rate
case deviates from the principles established in the prior Commission
orders, and the dollar impact resulting from such deviation. Show which
accounts are affected and the dollar impact on each account for each such
deviation.

Southwest’s response to this data request states in part that "Southwest is requesting full

cost recovery of its Management Incentive Program and Supplemental Executive

Retirement Plan."'°

? See Attachment RCS-5.
191 discuss Staff’s recommended adjustment for the SERP, below, in conjunction with Staff Adjustment C-5.
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Q. What reasoning does SWG give for its request to recover 100 precent of its MIP costs
despite prior Commission Orders?

A. In her Direct Testimony at page 2, Company witness Hobbs stated that the Company's
management compensation and benefits package is designed to attract, retain and motivate
skilled management for the organization and that the compensation package is intended to

be reasonable, competitive, internally equitable and tied to performance.

Additionally, as described in Ms. Hobb’s testimony at pages 2-3, utilizing recent publicly
available proxy statements of other western energy utilities (Proxy Peer Group), SWG
compared the total compensation (base salary, bonus, other, restricted stock awards,
options awards, non-equity incentive plan, long term incentive payout and all other
compensation) of its five highest paid employees to the five highest paid employees of
each Proxy Peer Group company and concluded that its management and executive
employees are compensated within a reasonable range. Based in part on the analysis
shown in her Exhibit _ LLH-1, Ms. Hobb’s concludes that Southwest’s executive

compensation package is prudent and reasonable.

Q. If Ms. Hobb’s Exhibit __ LLH-1 is going to be given weight as a justification for the
Company’s proposal for charging ratepayers for Southwest’s MIP expense, what
implications does that information have for other Arizona utilities?

A. The type of self-serving analysis shown in Ms. Hobb’s Exhibit  LLH-1 should not be
determinative of the ratemaking treatment for incentive compensation in this or other
utility rate cases. However, if such analysis were to be relied upon for lowering the 50
percent allocation of MIP expense to Southwest’s shareholders, the same information

would appear to support a much higher allocation to shareholders of the executive
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1 compensation of other Arizona utilities, based on the worse ratios shown there for the
2 parent companies of other Arizona utilities which with Southwest has compared itself.
3
4 At page 5 of her direct testimony, Ms. Hobb’s refers to her Exhibit  LLH-1, and states
5 that: “the difference is most evident in the compensation per customer amount. ...
6 Southwest demonstrates that the total compensation per customer for the five highest paid
7 Southwest executives is $2.47. Only one company in the Proxy Peer Group has lower
8 compensation per customer for the five highest paid executives.” Ms. Hobb’s exhibit
9 shows that the worst ratio of executive compensation to customer is for Pinnacle West, the
10 parent of Arizona Public Service. At $12.77 per customer, this exceeds the $2.47 on Ms.
11 Hobb’s exhibit for Southwest by 417 percent. Also, the executive compensation per
12 customer in Ms. Hobb’s exhibit shown for UniSource Energy (parent of Tucson Electric
13 Power, UniSource Electric and UniSource Gas) is almost triple that shown for Southwest
14 (i.e., it exceeds the Southwest amount by 198 percent).
15
16 These comparative percentages are summarized in the following table:
17
18 Top Five Executives' Compensation Per Customer
Companies in Ms. Hobb's Exhibit with Arizona Utility Operations
| 19
| Executive Percentage
20 Comp. per Excess
Utility (Stock Symbol) Customer Over SWG
21 Pinnacle West (PNW $ 12.77 417%
UniSource (UNS) $ 7.37 198%
Southwest Gas (SWX) $ 2.47 N/A
Source: Southwest Gas witness Hobb's Exhibit ~ LLH-1
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Q. Does the methodology for comparing the per-customer executive compensation used
by Ms. Hobbs address the criteria that the Commission has found important in
deciding issues concerning utility incentive compensation in recent cases?

A. No. Her methodology ignores the criteria the Commission has found important in

deciding this issue in recent cases.

In Decision No. 68487 (February 23, 2006), the Commission adopted Staff’s
recommendation for an equal sharing of costs associated with the Company's MIP
expense. For example, in reaching its conclusion regarding SWG's MIP, the Commission

stated in part on page 18 of Order 68487 that:

We believe that Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance
between the benefits attained by both shareholders and ratepayers.
Although achievement of the performance goals in the MIP, and the
benefits attendant thereto, cannot be precisely quantified there is little
doubt that both shareholders and ratepayers derive some benefit from
incentive goals. Therefore, the costs of the program should be borne by
both groups and we find Staff's equal sharing recommendations to be a
reasonable solution.

Ms. Hobbs has not refuted the fact that both shareholders and ratepayers derive some

benefit from incentive goals.

Q. Do SWG’s shareholders and customers both benefit from its MIP goals?
A. Yes. In referencing the performance shares issued three years into the future as discussed

above, Ms. Hobbs states in her Direct Testimony at page 5, lines 4-8 that:

"The longer-term performance shares act as a retention tool while
aligning the interests of management/executive employees, shareholders
and customers for continued financial and customer-oriented
performance.”
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Shareholders benefit from the achievement of financial goals. Additionally, shareholders
benefit from the achievement of expense reduction and expense containment goals
between rate cases. Shareholders and ratepayers can both benefit from the achievement of

customer service goals.

Q. Have the facts changed materially since the last Southwest Gas rate case such that a
different result concerning the sharing of MIP expense should occur?

A. No, I don’t believe so. The Company’s MIP expense is significantly higher in the current
rate case than it was in the prior SWG rate case. However, the rationale for the 50 percent
allocation to shareholders of the MIP expense in the current case appears to be consistent

with the Commission’s findings concerning MIP in Decision No. 68487.

Q. Did Southwest Gas appeal Decision No. 68487?
A. No.

Q. Should the 50/50 ratepayer/shareholder sharing that the Commission has applied to
utility incentive compensation in SWG’s last rate case be modified to a 100 percent
ratepayer responsibility for such cost based on the analysis presented by Ms. Hobbs?

A. No. The 50/50 sharing of Southwest’s MIP program cost ordered by the Commission in

Decision No. 68487 should continue to apply in the current Southwest Gas rate case.

Q. Was an equal sharing of utility incentive compensation expense also ordered in the
Commission’s recent decision in a rate case involving another Arizona gas
distribution utility?

A. Yes, it was. In Decision No. 70011 (November 27, 2007), in the recent UNS Gas rate

case, Docket No. G-04204-06-0463 et al, the Commission stated in part on page 27 that:
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We believe that Staff’'s recommendation provides a reasonable balancing
of the interests between ratepayers and shareholders by requiring each
group to bear half the cost of the incentive program.
Q. How does the amount of SWG’s MIP expense in the current case compare with the

amount from SWG’s prior rate case?
A. The following table'! summarizes SWG’s MIP expense in the current case, and Staff’s
recommended adjustment for MIP expense from Staff’s surrebuttal testimony in SWG’s

last rate case, Docket No. G-0551A-04-0876:

Management Incentive Program Expense
Staff Proposed Treatment in Current SWG Rate Case
Compared with Staff Recommendation in Last SWG Rate Case

Current SWG's Last Dollar Percent
Line Description Case Rate Case Increase Increase
1 Test Year amount of Management Incentive Program
Expense (Corporate) $7,416,322 $ 3,366,667 $ 4,049,655 120%
2 Allocation to Paiute (MMF) $ (293,686)
3 Net of Allocation to Paiute $7,122.636 $ 3,366,667
4  Arizona Four Factor allocation rate per SWG Schedule
C-1, sheet 17 56.70% 57.58%
5 Test Year amount of Management Incentive Program
Expense (Arizona) $4,038,535 $ 1,938,518
6 Ratepayerer allocation percentage 50% 50%
7 50% Allocation of MIP Expense to Ratepayers $2,019,268 $ 969,259 $ 1,050,009 108%
Source:

Current case amounts - Attachment RCS-2, Schedule C-3
Prior case amounts - Docket No. G-0551A-04-0876, James Dorf surrebuttal, Schedule JJD-16 Revised

As shown in the above table, Southwest’s MIP expense in the current rate case is 120
percent higher (i.e., more than double) than in the prior case. Also, Staff’s proposed 50
percent allowance of MIP expense for Arizona operations in the current case is $1.05
million or 108 percent higher (i.c., also more than double) than the $969,259 amount from

SWG@G’s last rate case.

' Southwest’s updated response to STF-1-78 corrected the MIP amount to $5,919,502. Given the late date of this
update, Staff will address the impact of this change in its surrebuttal testimony.
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Is a significant portion of Southwest’s MIP expense related to stock-based
compensation?

Yes. SWG’s response to data request STF-10-12 identifies $3,587,416 as MIP stock-
based compensation expense.'> Thus, almost half of SWG’s total test year MIP expense is

related to stock-based compensation.

Did the Commission recently disallow another utility’s stock based compensation in
a recent decision?

Yes. In Decision No. 69663, from a recent APS rate case, the Commission adopted a
Staff recommendation in that case where cash-based incentive compensation expense was
allowed and stock-based compensation was disallowed. Additionally, page 36 of
Decision No. 69663 indicates that the Commission rejected an argument by APS that the

Commission not look at how compensation is determined or its individual components:

“APS argues that the issue is whether APS compensation,
including incentives, is reasonable. APS does not believe that the
Commission should look at how that compensation is determined or its
individual components, but rather should just look at the total
compensation. The Company argues that the interests of investors and
consumers are not in fundamental conflict over the issue of financial
performance, because both want the Company to be able to attract needed
capital at a reasonable cost.”

“We agree with Staff that APS’ stock-based compensation expense
should not be included in the cost of service used to set rates. Contrary to
APS’ argument that we should not look at how compensation is
determined, we do not believe rates paid by ratepayers should include
costs of a program where an employee has an incentive to perform in a
manner that could negatively affect the Company’s provision of safe,
reliable utility service at a reasonable rate.” As testified to by Staff
witness Dittmer and set out in Staff’s Initial brief, “enhanced earnings
levels can sometimes be achieved by short-term management decisions
that may not encourage the development of safe and reliable utility service

12 Gee Attachment RCS-5.
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C-4

at the lowest long-term cost. ... For example, some maintenance can be
temporarily deferred, thereby boosting earnings. .. But delaying
maintenance can lead to safety concerns or higher subsequent ‘catch-up’
costs.” [cite omitted] To the extent that Pinnacle West shareholders wish
to compensate APS management for its enhanced earnings, they may do
so, but it is not appropriate for the utility’s ratepayers to provide such
incentive and compensation.”

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion
of that utility’s incentive compensation expense, specifically the stock-based

compensation.

Please summarize Staff’s recommendation concerning Southwest’s MIP expense.
Staff recommends continuing the 50 percent allocation to shareholders ordered for
Southwest by the Commission in Decision No. 68487. This results in a reduction to test

year expense of $2,019,268.

Stock-Based Compensation (Other than MIP)

Please describe Southwest’s stock-based compensation plans.

Southwest has two stock-based compensation plans: (1) the stock incentive plan (“SIP”)
and the MIP. The stock-based compensation addressed in Staff Adjustment C-4 is for
stock-based compensation other than MIP. As described above, Southwest’s MIP

incentive compensation also includes a stock-based component.

Please describe Southwest’s Stock Incentive Plan.
Under the SIP, the Company may grant options to purchase shares of common stock to

key employees and outside directors. Each option has an exercise price equal to the

market price of Company stock on the date of grant and a maximum term of ten years.
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1 The options vest 40 percent at the end of year one and 30 percent at the end of years two
2 and three.
3
‘ 41 Q. Did SWG have stock option expense in its prior rate case?
; 501 A No. Prior to 2006, Southwest only recognized compensation expense in its financial
‘ 6 statements for restricted shares issued from the MIP. Prior to 2006, Southwest disclosed
7 in its financial statements filed with the Securities and Exchange Commission (“SEC”) the
8 effect on net income and earnings per share if the Company had applied the fair value
9 recognition provision of Statement of Financial Accounting Standards No. 123 (“SFAS
10 123”) to its stock based—compensation, including both MIP and SIP awards; however,
11 Southwest did not recognize compensation expense for SIP awards. In accordance with
12 changes in financial accounting requirements, such as Statement of Financial Accounting
13 Standards No. 123, as Revised in 2004, (SFAS 123R), Southwest began expensing stock
14 options in 2006, as described in the Company’s response to data request STF 10-12 and in
15 an internal Company memo dated December 29, 2005 regarding: “SFAS No. 123
16 (Revised 2004) Share-Based Payment.”"® Those documents indicate that the provisions of
17 SFAS 123R became effective for the Company in January 2006. Southwest’s response to
18 STF 10-12 states that, in May 2007, a restricted stock unit plan replaced Southwest’s stock
19 option plan (and were also required to be expensed). Southwest expenses stock-based
| 20 compensation over a three-year vesting period. Grants to retirement-eligible employees
1 21 are immediately expensed.
22
23| Q.  Please explain Staff Adjustment C-4.
24 A. As shown on Schedule C-4, this adjustment decreases test year expense by $820,915 to
25 reflect the removal of Southwest’s stock option compensation expense that is allocated to
B See Attachment RCS-5, pages 33-49 for a copy of SWG’s accounting memo concerning this.
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Arizona operations. The expense of providing stock options and other stock-based
compensation to officers and employees beyond their other compensation should be borne
by shareholders and not by ratepayers. As noted above, the stock-based compensation

addressed in Staff Adjustment C-4 is for stock-based compensation other than MIP.

Supplemental Executive Retirement Plan Expense

Please explain Staff Adjustment C-5.

This adjustment removes 100 percent of the expense for the Supplemental Executive
Retirement Plan (“SERP”). The SERP provides supplemental retirement benefits for
select executives. Generally, SERPs are implemented for executives to provide retirement
benefits that exceed amounts limited in qualified plans by Internal Revenue Service
(“IRS™) limitations. Companies usually maintain that providing such supplemental
retirement benefits to executives is necessary in order to ensure attraction and retention of
qualified employees. Typically, SERPs provide for retirement benefits in excess of the
limits placed by IRS regulations on pension plan calculations for salaries in excess of
specified amounts. IRS restrictions can also limit the Company 401(k) contributions such
that the Company 401(k) contribution as a percent of salary may be smaller for a highly

paid executive than for other employees.

Was Southwest’s SERP expense disallowed by the Commission in the Company’s
last rate case?

Yes. In Decision No. 68487, February 23, 2006, in the most recent Southwest Gas
Corporation rate case, the Commission adopted a recommendation by RUCO to remove
SERP expense. In reaching its conclusion regarding SERP, the Commission stated on

page 19 of Order 68487 that:
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Q.
A.

“Although we rejected RUCQO’s arguments on this issue in the Company’s
last rate proceeding, we believe that the record in this case supports a
finding that the provision of additional compensation to Southwest Gas’
highest paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company’s other employees is not a reasonable
expense that should be recovered in rates. Without the SERP, the
Company'’s officers still enjoy the same retirement benefits available to
any other Southwest Gas employee and the attempt to make these
executives ‘whole’ in the sense of allowing a greater percentage of
retirement benefits does not meet the test of reasonableness. If the
Company wishes to provide additional retirement benefits above the level
permitted by IRS regulations applicable to all other employees it may do
so at the expense of its shareholders. However, it is not reasonable to
place this additional burden on ratepayers.”

Was SERP expense also disallowed in the Commission’s recent decision in the rate
case involving UNS Gas, Inc?
Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision,

the Commission stated:

. the issue is not whether UNS may provide compensation to select
executives in excess of the retirement limits allowed by the IRS, but
whether ratepayers should be saddled with costs of executive benefits that
exceed the treatment allowed for all other employees. If the Company
chooses to do so, shareholders rather than ratepayers should be
responsible for the retirement benefits afforded only to those executives.
We see no reason to depart from the rational on this issue in the most
recent Southwest Gas rate case [See also Arizona Public Service Co.,
Decision No. 69663, at 27 (June 28, 2007), wherein SERP costs were
excluded in their entirety.], and we therefore adopt the recommendations
of Staff and RUCO and disallow the requested SERP costs.

What adjustment related to SWG's SERP expense do you recommend?
I recommend the adjustment to remove SWG's expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense by $1.625 million.
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American Gas Association Dues

Please explain Staff’s proposed adjustment for American Gas Association (“AGA”)
dues.

This adjustment is shown on Schedule C-6 and reduces test year expense by $80,138 to

reflect the removal of 40 percent of AGA dues.

How does Staff’s proposed adjustment for AGA dues compare with SWG's proposed
treatment of such dues?
As noted above, Staff’s adjustment reflects the removal of 40 percent of AGA core dues,

SWG's filing reflected the removal of only 3.39 percent of the AGA dues.

Do you agree with Southwest’s adjustment to remove only 3.39 percent of AGA
dues?

Not entirely. I agree that the marketing and lobbying-related portion of the AGA dues
should definitely be removed from rates. I also recognize that in the Southwest Gas rate
case, Decision No. 68487, at page 14, after having removed the portion of the AGA dues
directly attributable to marketing and lobbying, Southwest Gas was found to have
demonstrated that the remainder of the AGA dues should be recoverable as legitimate test
year expenses. That Decision also provided a clear directive from the Commission at
page 14 of that order stating that: “in its next rate case filing the Company should provide
a clearer picture of AGA functions and how the AGA’s activities provide specific benefits

to the Company and its Arizona ratepayers.”
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1} Q. What information did Southwest provide concerning the specific benefits of AGA
2 activities to the Company and Arizona ratepayers?

3 A Southwest witness Randi Aldridge addresses AGA activities in her Direct Testimony at

4 page 12 and pages 21-24. At page 24 she claims that the AGA’s efforts provide its
5 members with $479 million in outright savings or avoided costs in 2006, in comparison
6 with $18 million in total membérship dues. However, she did not provide the source
7 document from which such claimed benefits were taken, and it is not clear whether AGA
8 claimed benefits have ever been independently audited or verified. Her Exhibit RLA-2
9 provides a one-page listing and description of the AGA’s functions as listed in the March
10 2005 Annual Audit report to the National Association of Regulatory Utility
11 Commissioners (“NARUC”). However, she did not include the percentage of AGA
12 activities related to each function.
13

1441 Q. Does the information provided by Southwest show that 96.61 percent (100 percent
15 minus the Company’s 3.39 percent disallowance) of AGA dues-funded activities are
16 beneficial to the Company and/or to its Arizona ratepayers?

174 A. No. Southwest has demonstrated that there is some benefit of AGA membership to the

18 Company and to Arizona ratepayers from some of the AGA’s functions. However, the
19 Company has failed to demonstrate that ratepayers should fund activities conducted
20 through an industry organization that would be subject to disallowance if conducted
21 directly by the utility. The Company has failed to demonstrate that a disallowance of
22 AGA dues of only 3.39 percent is adequate. As I will discuss below, other states have
23 used a significantly higher disallowance percentage for gas utility AGA dues than

25

i
24 Southwest is proposing here.
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1| Q. To your knowledge what percentage disallowance for utility AGA dues has been used
2 in other recent utility rate cases?

31 A In the recent UNS Gas rate case, as described on pages 32-33 of Decision No. 70011,

28 DRA proposed that the entire cost of SDG&E’s AGA dues be excluded; and UCAN

4 UNS Gas had initially included $41,854 for AGA dues, and RUCO witness Moore
5 recommended a partial disallowance of $1,523, based on an ABA/NARUC Oversight
6 Committee Report indicating that 1.54 percent of AGA dues were for marketing and 2.10
7 percent of dues were for lobbying activities. UNS Gas agreed with that adjustment, and it
8 was ultimately adopted by the Commission. At pages 33-34 of Decision No. 70011,
9 however, the Commission also stated that:
10
11 Mr. Smith raises a valid point regarding the nature of AGA dues and
12 whether a higher percentage of such dues should be disallowed as related
13 to activities that are not necessary for the provision of services to UNS
14 customers. However, we believe it is reasonable, in this case, to allow
15 340,311 (341,854 - $1,523), in accordance with RUCO'’s
16 recommendation. As we indicated in the Southwest Gas Order, however,
17 we expect UNS in its next rate case to provide more detailed support for
18 the allowance of AGA dues and how the AGA’s activities benefit the
19 Company’s customers aside from marketing and lobbying efforts.
20
21 Since my testimony in that UNS Gas case, I have become aware of AGA dues
22 disallowances made in gas utility rate cases in Michigan and California. In California, it
23 appears that a disallowance of 25 percent of Pacific Gas and Electric Company’s AGA
|
| 24 dues was made by the Company itself in its filing in Application 05-12-002 (filed 12/2/05)
‘ 25 as related to lobbying in the broader sense. In a more recent California rate case,
26 Application No. 06-12-009, involving San Diego Gas and Electric, that utility appears to
27 have proposed a 2 percent AGA dues disallowance for lobbying in the narrowest sense;




Direct Testimony of Ralph C. Smith

Docket No. G-01551A-07-0504

Page 42
1 supported either the full disallowance or a 25 percent disallowance based on the result
2 from the PG&E rate case and their review of AGA activities information."*
3
4 In a recent Michigan case involving Consumers Energy Company’s gas utility
5 operations', that utility conceded to a PSC Staff adjustment to disallow 16.17 percent of
6 the AGA dues. As described in the testimony of MPSC Staff witness Wanda Clavon
7 Jones'®:
8
9 Staff adjusted dues to eliminate activities that would not be allowed if the

10 Company took on those activities for themselves. These activities include

11 Public Affairs (15.43%) and Media Communication-Promotion (0.74%).

12 Staff obtained the information necessary to make this adjustment from the

13 Audit Report on Expenditures of the American Gas Association issued

14 June 2001. The total disallowance is 16.17%, or $60,780. This

15 disallowance is consistent with the last rate cases of Consumers,

16 MichCon and MGU.

17

18 Q. How did you determine the percent disallowance for AGA dues?

19 A. This was based upon a review of information in the two most recent NARUC sponsored
| 20 Audit Reports of the Expenditures of the AGA, as well as the components by function of
‘ 21 the AGA’s 2007 and 2008 budgets. I also relied upon a Florida PSC Staff memorandum,
22 discussed in more detail below, which contained a 40 percent AGA dues disallowance.

23 Copies of relevant pages from the NARUC-sponsored audit reports are provided in
| 24 Attachment RCS-4. AGA 2007 and 2008 budget information, by component, is
‘ 25 summarized on Schedule C-6, page 2.

‘ 26
' A final order has apparently not been issued yet in the SDG&E rate case, and the parties are apparently working on
a settlement.
15 Michigan PSC Case No. U-13000.
1 Filed 12/14/2001, at page 6
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1] Q. What is the purpose of the NARUC-sponsored audits of AGA expenditures?

|
l 21 A The purpose of the NARUC-sponsored audits of AGA expenditures is to provide
} 3 regulatory commissions with information that is useful in helping them decide which, if
} 4 any, of the costs of the association should be approved for inclusion in utility rates. As
5 stated in the June 2001 memo to the Chairs and Chief Accountants of the State Regulatory
6 Commissions included with the NARUC-sponsored audit of 1999 AGA expenditures:
7 “Often, state commissioners review the costs of the association charged or allocated to the
8 utilities in their jurisdiction in accordance with the policies of their commission for
9 treatment of costs directly incurred by the state’s utilities for similar activities.” The
10 NARUC-sponsored audit categorizes the AGA expenditures and, as stated in the
11 aforementioned memo, “these expense categories may be viewed by some State
12 commissions as potential vehicles for charging ratepayers with such costs as lobbying,
13 advocacy or promotional activities which may not be to their benefit.”
14

15 Q. Have other regulatory commission required similar adjustments to utility-incurred
16 AGA dues, based on the results of the NARUC-sponsored audits?

17§ A. Yes. As an example, I have included in Attachment RCS-5, an excerpt from a Florida

18 Public Service Commission Staff Memorandum (dated 12/23/03) in a City Gas Company
19 rate case addressing this issue. As stated in that document:

20

21 In City Gas's last rate case, In re: Request for rate increase by City Gas
22 Company of Florida, Docket No. 000768-GU, Order No. PSC-01-0316-
23 PAA-GU, issued February 5, 2001, the Company removed $4,045 for AGA
24 dues for lobbying. The Commission removed an additional combined
25 amount of $4,970 for memberships, dues and contributions. In_re:
26 Application for a rate increase by City Gas Company of Florida, Docket
27 No. 940276-GU, Order No. PSC-94-0957-FOF-GU, issued August 9,
28 1994, for interim purposes, the Commission disallowed 40% of AGA dues.
29 This order stated that the percentage was based on the 1993 National
30 Association of Regulatory Commission's (NARUC) Audit Report on the

31 Expenditures of the American Gas Association (Audit Report). Order No.
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PSC-94-0957-FOF-GU further stated that this reduction was consistent
with adjustments made in rate cases involving other gas companies. In the
final order in Docket No. 940276-GU, Order No. PSC-94-1570-FOF-GU,
issued December 19, 1994, the Commission removed 40.48% of AGA dues
"which were related to lobbying and advertising that did not meet the
criteria of being informational or educational in nature.” In re: Request
for rate increase by Florida Division of Chesapeake Utilities Corporation,
Docket No. 000108-GU, Order No. PSC-00-2263-FOF-GU, issued
November 28, 2000, the Commission removed 45.10% of AGA dues.

The latest NARUC Audit Report on AGA expenditures that Staff was able
to locate is dated June, 2001, for the twelve-month period ended
December 31, 1999. By a review of the Summary of Expenses, it appears
that 41.65% of 1999 AGA expenditures are for lobbying and advertising.
Staff has not been able to locate a more recent NARUC Audit Report of
the AGA expenditures. However, because approximately 40% appears to
have been consistent over a number of years, Staff believes it is not
unreasonable to assume that 40% is representative of 2003 and 2004
expenditures and recommends that 40% of AGA dues be disallowed in this
proceeding.

From information supplied by the Company, AGA dues were $39,277 in
2003. According to recommendations in Issue 44 and 45, Account 921
should be trended on inflation only at 2.0% for 2004. On that basis the
2004 amount is $40,063 (339,277 x 1.02). Disallowing 40% would result
in disallowing 316,025 for 2004. The Company's $2,847 adjustment
reduces Staff’s adjustment to 313,178 (816,025 - $2,847) for 2004. This
position follows past Commission practice of placing charitable
contributions and advertising that is not informational or educational in
nature below the line.

Based on the above analysis, Account 921, Office Supplies and Expenses,
should be reduced by an additional 313,178 for AGA membership dues
related to charitable contributions and advertising that is not
informational or educational in nature.

The Company is in agreement with this adjustment.
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What amount of AGA membership dues expense has Staff removed from test year
expense?
As shown on Schedule C-6, Staff has removed $80,138 in test year expense for AGA

membership dues.

Transmission Integrity Management Program

What is the Transmission Integrity Management Program?

The Federal Pipeline Safety Improvement Act of 2002 directed that the Office of Pipeline
Safety and the Research and Special Programs Administration divisions of the U.S.
Department of Transportation enact regulations that create standards for transmission
pipeline risk analysis and adopting a pipeline integrity management program. The
Pipeline Safety Improvements Act of 2002 mandated a natural gas Transmission Integrity
Management Program (“TRIMP”) pursuant to which the industry would undertake a 10-
year baseline inspection program to ensure the safety of all gas transmission pipeline

segments located in populated areas.

Was the TRIMP issue addressed in SWG’s last rate case?
Yes, the TRIMP issue was addressed in SWG's last rate case and ultimately resulted in a
surcharge being implemented that provided for SWG to recover 50 percent of its TRIMP

costs via the surcharge.

What had SWG requested concerning TRIMP in its last rate case?
In its filing in the prior rate case, SWG proposed a pro forma adjustment to recover test
year operating expenses related to complying with the Pipeline Safety Improvement Act.

The Company's pro forma adjustment in that case was based on projected TRIMP costs
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1 using mileage-based estimates of baseline direct assessments, direct examination,

2 maintenance and repairs, and capital replacements during the period 2004 through 2012.

3

41 Q. What is the significance of the period 2004 through 2012?

51 A The 2002 Act regulations required that gas pipeline operators identify transmission lines

6 in high consequence areas (“HCA”) and to implement written integrity management

7 programs for these areas. The Office of Pipeline Safety has defined HCA's as areas where

8 the potential consequences of a gas pipeline accident may be significant or may do

9 considerable harm to people and their property. As part of the regulations, the TRIMP
10 was required to, (1) commence baseline assessments by June 17, 2004, (2) complete
11 identification of all HCA's by December 17, 2004, (3) complete at least 50 percent of the
12 baseline assessments of the highest risk pipeline facilities by December 17, 2007, (4)
13 complete baseline assessments for the remaining pipeline facilities by December 17, 2012,
14 and (5) for the remaining life of the facilities, a reassessment of all such facilities must be
15 performed every seven years.
16

17§ Q. What did the Commission order with respect to the TRIMP in SWG's last Arizona
18 rate case?

19 A. In Decision No. 68487, February 23, 2006, the Commission adopted Staff's

20 recommendation that SWG be allowed to recover 50 percent of the TRIMP related costs
| 21 through a surcharge and balancing account mechanism. Per Staff's recommendation in
} 22 that case, the surcharge was to have annual adjustments after the first and second years,

23 and terminate at the end of the third year. In addition, in Decision No. 68487, February

24 23, 2006, the Commission stated in part that:

25

26 With respect to the split of TRIMP costs, we also agree with Staff that

27 because the pipeline safety program benefits both shareholders and
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| 1 ratepayers, the TRIMP expense should be shared equally. We will
2 therefore adopt Staff's recommendation for treatment of TRIMP costs.
3
41 Q. How was the TRIMP issue addressed for SWG in the neighboring state regulatory
5 jurisdiction of Nevada?
6] A. In Nevada, Southwest requested and received permission to defer its incremental Nevada
7 TRIMP costs through December 31, 2007 (or the re-setting of rates in its next Nevada rate
8 case, whichever occurred earlier) into a regulatory asset account. Specifically, in
9 September 2004, in Docket No. 04-9012 before the Public Utilities Commission of
10 Nevada, SWG had requested authority to create a regulatory asset to defer recognition of
11 incremental costs associated with SWG's TRIMP until the Company's rates were reset in
12 its next general rate case. SWG proposed to record the TRIMP costs in Account 182.3 -
13 Other Regulatory Assets and in its next general rate case, SWG proposed amortizing the
14 deferred TRIMP costs over the then anticipated period in which the new rates were set.
15
16 The Order issued in the Nevada docket at pages 8 and 9, paragraph 32, referencing
17 Company witness Robert A. Mashas, stated in part that:
18
19 Mpr. Mashas agreed that pursuant to FERC's proposed Accounting Release
20 No. 18, TRIMP costs, such as base line assessment and inspection costs,
21 should be classified as an operating expense. Mr. Mashas asserted that
22 Southwest's proposal complies with this requirement. Southwest is not
23 proposing to capitalize the costs but to record the costs in Account No.
24 182.3 (Other Regulatory Assets) and to record subsequently those costs as
25 an expense when included in rates following the Company's next general
26 rate case.
27
28 In its Order issued March 18, 2005, the Nevada Commission authorized SWG to defer its
29 accrued TRIMP costs, on a going forward basis, upon the effective date of that Order until
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1 December 31, 2007, or the effective date of SWG's rates set in its next general rate case,
2 whichever was earlier.
3
4 On page 10, paragraph 37 of its Order in that proceeding, the Nevada commission stated
5 that:
6
7 In recognition that both ratepayers and shareholders will benefit from the
8 new federal regulations and the Company's initial costs of compliance, the
9 Commission believes it would be inappropriate to require shareholders to
10 bear the full burden of these costs. Therefore, the Commission concludes
11 that both ratepayers and shareholders should share in these costs.
12
13 In addition, on page 10, paragraph 38 of that Order, the Nevada commission stated:
14
15 In an effort to balance the cost burden between ratepayers and
16 shareholders, the Commission finds that Southwest's request for authority
17 to defer the TRIMP costs, that is Southwest's base line assessment and
18 inspection costs, is justified. The Commission, however, recognizes that
19 the benefits for shareholders will increase over time. Consequently, the
20 Commission finds that Southwest's authority to defer its TRIMP costs
21 should terminate upon the effective date of new Company rates following
22 Southwest's next general rate case or December 31, 2007, whichever is
23 earlier.
24
251 Q. Since the Company's authorization to defer TRIMP costs in Nevada expired on
26 December 31, 2007, what accounting treatment is SWG currently applying to its
27 Nevada TRIMP costs?
28| A. SWG indicated through informal discussions that the Company has been expensing its
: 29 TRIMP costs related to its Nevada operations as of January 1, 2008. This understanding
30 of how SWG was to account for its TRIMP costs after December 31, 2007, i.e., that SWG
i 31 was no longer authorized to defer its Nevada TRIMP costs after that date, was confirmed
|
| 32 via informal discussions with the Nevada Staff.
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Q. Under the current DOT TRIMP surcharge mechanism, how are the Arizona-related
TRIMP expenses and surcharge revenues reflected on SWG's books?

A. According to Mr. Mashas' Direct Testimony, at page 19, SWG currently charges the 50
percent of TRIMP cost (i.e., the 50 percent, per Decision No. 64687, that is chargeable to
its Arizona ratepayers) to Account 182.3, Regulatory Assets. According to the
Company’s response to data request STF-9-18, SWG records the DOT TRIMP surcharge
revenue as a credit to Account 182.3."7 As SWG records credits to Account 182.3 for
DOT TRIMP surcharge revenues received, the Company debits Account 407.3,

Regulatory Amortizations, for a like amount.

SWG expenses the remaining 50 percent of TRIMP cost (i.e., the portion pursuant to
Decision No. 68487 that is to be borne by shareholders) to Account 887, Maintenance of

Mains.

Q. What is the Company proposing for TRIMP costs in the instant proceeding?

A Southwest proposes to cease charging TRIMP related costs to Account 182.3 in the month
that the new rates in the instant proceeding take effect. In addition, Mr. Mashas also states
that the surcharge will discontinue once the deferred balance in Account 182.3 reaches

zero. Page 19 of Mr. Mashas' testimony, lines 3-12, states that:

The TRIMP related surcharge revenue recorded during the test year is not
included in the revenue at present rates, therefore, it is appropriate to
remove the related expense. In addition, the Company proposes to
discontinue recovering 50 percent of TRIMP cost through a surcharge and
to recover the test year TRIMP-related expense in Account 887 in base
rates. Adjustment No. 9 removes the TRIMP cost recorded in Account
407.3 and transfers it to Account 887.

7 See Attachment RCS-5.
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1| Q. What comprises the TRIMP related portion of Company Adjustment No. 9?
21 A The TRIMP related portion of SWG’s Adjustment No. 9 is comprised of two parts.
3
4 During the test year, SWG recorded $551,530 in Account 407.3 for Amortization of
5 Regulatory Debits. The first part of SWG Adjustment No. 9 removes $551,530 from
6 Account 407.3 - Regulatory Debits. The second footnote on SWG’s Adjustment No. 9
7 states that: "Since the Company is not including the offsetting revenue at present rates, the
8 expense is being removed with this adjustment."”
9
10 The second part of the TRIMP related portion of SWG’s Adjustment No. 9 includes test
11 year TRIMP costs of $920,914 that were recorded in Account 182.3 - Other Regulatory
12 Assets into an expense account, so this effectively becomes SWG’s requested amount of
13 operating expense for TRIMP. The third footnote on SWG’s Adjustment No. 9 states that:
14 "TRIMP costs were deferred to Account 182.3, and 50 percent of these costs were
15 recovered through a surcharge per Decision No. 68487." From the $920,914, of test year
16 TRIMP cost, the Company subtracted the amount of $348,690. The fourth footnote on
17 SWG’s Adjustment No. 9 states that: "Disallowed TRIMP costs were written off to
18 Account 887. There is a one month lag between the transaction posting date and the
19 write-off date." SWG increased O&M expense by the net amount of $572,224. The fifth
20 footnote on SWG’s Adjustment No. 9 states that: "Southwest is requesting to recover its
21 ongoing non-capital related incremental TRIMP costs in base rates, based on test year
22 expenditures, and to discontinue the TRIMP surcharge."
23
24 The net result of these adjustments is that SWG is requesting an operating expense
25 allowance of $920,914 for TRIMP.
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1 Q. Have you summarized on a Schedule the TRIMP costs that SWG has incurred for its
2 Arizona operations for the initial five-year period?

31 A Yes. This is shown on Attachment RCS-2, Schedule C-7, page 2. SWG began incurring
4

TRIMP cost for Arizona in May 2004. As summarized on that schedule and in a more

5 condensed form, in the table below, for the initial five-year TRIMP period of 2003-2007,
6 SWG incurred a total of $4,677,860:
7
Summary of SWG Arizona TRIMP Costs
8 First Five Year TRIMP Period, 2003-2007
9 Year Amount Percent
2003 $ - 0.00%
10 2004 | S 414,227 3.86%
2005 $ 816,633 17.46%
11 2006 $ 700,837 14.98%
2007 $ 2,746,162 58.71%
12 Total | $ 4,677,860 100.00%
13 [ Average |$ 935,572 | |
14
15 On average, SWG incurred approximately $935,000 of Arizona TRIMP cost per year.
16 However, SWG incurred the majority of this cost, $2,746,162, or 58.71 percent, in the
17 final year, 2007, of the initial five-year TRIMP period.
18

9] Q. Why has SWG stated that it should be allowed to prospectively recover 100 percent
20 of its TRIMP related costs?

21 A Mr. Mashas states on page 20 of his Direct Testimony that SWG is unaware of any other

22 gas utilities in the nation, subject to the Federal Pipeline Safety Improvement Act of 2002,
23 that are not recovering 100 percent of prudently incurred cost of compliance with the Act.
24 Therefore, SWG believes it is fair and reasonable that 100 percent of the test year
25 recorded TRIMP related costs be recovered in base rates.

26
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Q. What is Staff's recommendation with regard to the TRIMP issue in the instant
proceeding?

A. Staff recommends that:

1) The current TRIMP deferral and surcharge mechanism that was ordered by the
Commission in Decision No. 68487 for a 36-month period will continue for the remainder
of the 36-month period. This surcharge, which Southwest has indicated it will be updating
in the near future, would continue the 50/50 sharing ordered by the Commission in
Decision No. 68487. Any over- or under-recovery of the 50 percent of TRIMP costs as of
February 28, 2009 (the end of the 36-month period), would be addressed in the TRIMP

surcharge for the subsequent period.

2) After the TRIMP surcharge ordered by the Commission in Decision No. 68487 is
completed (which is currently expected to occur by February 28, 2009), a new TRIMP
surcharge would replace it. The new TRIMP surcharge would be designed to recover
$921,000 of TRIMP costs over the initial twelve-month period (currently expected to be
March 2009 through February 2010). Providing for an annual recovery of $921,000 of
TRIMP costs, divided by a test year rate case volume of 743,110,918 therms would
produce a DOT TRIMP surcharge of $0.00124 per therm. TRIMP surcharge revenue and
TRIMP costs would be recorded by Southwest into Account 182.3. Starting with the
March 2009 TRIMP surcharge period, the 50 percent shareholder responsibility for

TRIMP costs would cease.

3) The TRIMP revenue and costs in Southwest’s base rate filing would be removed, since

prospective recovery would continue to be governed by the existing and the replacement

TRIMP surcharge mechanisms, described above.
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11 Q. Please explain Staff Adjustment C-7.
A. As shown on Schedule C-7, page 1, this adjustment reduces Southwest’s proposed test

year expenses by $920,914, to reflect a continuation of the surcharge treatment for TRIMP

B WD

established by the Commission in Southwest’s last rate case, and the prospective
continuation of TRIMP cost recovery via a replacement surcharge, as described above,
commencing in March 2009, after the surcharge ordered by the Commission in Decision

No. 68487 for 36 months is completed.

O 00 NN N W

Q. What is the estimated replacement TRIMP surcharge for March 2009 forward?

10 A. As shown on Schedule C-7, page 3, providing for an annual recovery of $921,000 of

11 TRIMP costs, divided by a test year rate case volume of 743,110,918 therms would
12 produce a TRIMP surcharge of $0.00124 per therm.
13

141 Q. Why has Staff not applied a 50/50 sharing of TRIMP costs beyond the initial 36-

15 month period of the TRIMP surcharge ordered by the Commission in Decision No.
16 684877

17 A. There does not appear to be a compelling reason for continuing the 50/50 sharing of
18 Southwest’s TRIMP costs prospectively beyond the initial 36-month surcharge period
19 ordered by the Commission in Decision No. 68487. Southwest has indicated that it is not
20 aware of any other gas distribution utilities for which shareholder sharing of TRIMP costs
21 has been required. Staff is not aware of any either. As described above, TRIMP is a
22 federally mandated pipeline inspection and safety program. TRIMP costs are being
23 incurred not only by Southwest Gas, but also by all other affected gas distribution utilities.
24 The sharing of TRIMP costs was not an issue in the recent UNS Gas rate case. Based on

25 consideration of factors such as these, Staff recommends that the 50 percent shareholder
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responsibility for TRIMP costs ordered in Decision No. 68487 not continue beyond the

end of the 36-month surcharge period ordered by the Commission in that Decision.

Q. Why does Staff recommend that SWG’s TRIMP costs continue to be addressed in a
surcharge, as opposed to some other ratemaking treatment, such as a normalized

O&M expense?

A. Staff recommends that SWG’s TRIMP costs continue to be addressed in a surcharge for

the following reasons. First, a TRIMP surcharge is already in place. Customers are used
to seeing the TRIMP surcharge (i.e., the DOT Pipeline Safety Surcharge) on their bills.
Second, TRIMP is an on-going program, and has been federally mandated. Thus,
continuation of the surcharge to recover these federally-imposed costs would be
appropriate. Third, within the second five-year TRIMP period, which runs from 2008
through 2012, SWG has significant discretion as to the timing of when it will conduct the
pipe inspections and incur costs. As noted above, in the first five-year TRIMP period,
2003 through 2007, SWG incurred almost 60 percent of its total costs in the fifth and final
year, 2007. A surcharge mechanism for TRIMP cost recovery would thus help assure that
Southwest recovers no more, and no less than, its actual costs. It would therefore
discourage “gaming” of the timing of such costs, whereby incurrence of such costs could
potentially be delayed and concentrated into a test year period in SWG’s next rate case.
Based on reasons such as these, Staff concludes that there is merit in continuing to address

the recovery by SWG of its Arizona TRIMP costs via a surcharge mechanism.
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C-10

Q.
A.

A&G Expenses — Annualized Paiute Allocation

Please explain Staff Adjustment C-8.

This adjustment decreases administrative and general expenses by $23,447 for a
correction to the annualized Paiute allocation, per Southwest’s response to data request

STF-1-53.1%

Interest on Customer Deposits

Please explain Staff Adjustment C-9.

This adjustment increases expense by $148,852 for interest on Customer Deposits. The
same 6 percent interest rate used by Southwest in its Adjustment No. 16 was applied to the

amount of Staft’s rate base adjustment for Customer Deposits (Staff Adjustment B-4).

Interest Synchronization

Please explain your interest synchronization adjustment.

The interest synchronization adjustment applies the weighted cost of debt to the
calculation of test year income tax expense. After adjustments, my proposed rate base
differs from that of the Company. This results in an adjustment to the amount of
synchronized interest included in the tax calculation. The calculation of the interest
synchronization adjustment is shown on Schedule C-10. This adjustment increases
income tax expense by the amount shown on Schedule C-10 and decreases the Company’

achieved operating income by a similar amount.

18 See Attachment RCS-5.
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C-11 Flow-back of Excess Deferred Taxes

Q.
A.

Please explain your adjustment to flow-back excess deferred taxes.

This adjustment reduces federal income tax expense by $147,345 to flow back excess
deferred federal income taxes over a three-year period. The three-year period used is the
same period Southwest has used in this case to normalize the allowance for rate case

expense.

What amount of excess deferred taxes does Southwest have?
Southwest has on its books as of December 31, 2007, approximately $442,000 of excess

deferred taxes relating to the Arizona jurisdiction.

What does that balance represent?

This balance represents deferred federal income taxes that were recorded in prior years at
federal income tax (“FIT”) rates higher the current 35 percent FIT rate. When the tax-
timing differences related to this reversed, Southwest flowed the tax effect back at the 35
percent FIT rate, rather than at the higher FIT rate that was used to originally compute the

charge to deferred income tax expense.

Deferred taxes can be a complicated area. Can you please provide a simplified
example to help us understand?

Certainly. To provide a simple illustration of this concept, assume that there was a $1,000
depreciation related tax timing difference in a prior year, where the tax deduction
exceeded the book expense by the $1 million. Assume that the FIT rate at the time when
the deferred tax relating to this was originally recorded was 46 percent. In this simplified

illustration, Southwest would have charged (debited) Deferred Federal Income Tax

Expense by $460,000 and credited (increased) Accumulated Deferred Income Taxes by
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1 $460,000. In this example, the $460,000 Deferred Federal Income Tax Expense would
2 have been paid for by ratepayers, and the $460,000 ADIT amount would become an offset
3 to rate base.
4
i 5 Over the life of a unit of utility plant, the annual timing differences between tax
6 deductions and book expense will eventually zero out. In the immediate years following
7 the addition of new plant, it would be typical for the related tax depreciation to exceed the
8 corresponding bdok depreciation. In later years, however, and especially after the plant
9 has been fully depreciated for tax purposes, the book depreciation expense would typically
10 exceed the deduction for tax depreciation related to that item of plant.
11
12 When the book depreciation expense begins to exceed the tax deduction, the previous
13 “timing differences” (where the tax deduction exceeded the book expense) are said to
14 “turn around.” During the “turn around” period, the typical accounting entries would be
15 to credit (i.e., reduce) Deferred Income Tax Expense and to debit (reduce) the ADIT
16 balance. Since the ADIT balance in our simplified example had been built up using a 46
17 percent FIT rate, the “turn around” should have flowed-back the tax effects using the same
18 46 percent FIT rate. When the FIT rate was reduced, Southwest would have “excess”
| 19 deferred taxes on its books. Additionally, if Southwest had used a 35 percent FIT rate to
20 flow back the ADIT that had been accrued using a higher FIT rate, then Southwest would
‘ 21 continue to have “excess” ADIT on its books.
22
23 In this simple illustrative example, the excess would be the difference in the tax rates used
24 to set up and flow-back the ADIT (i.e., 11 percent, based on the difference in the 46
25 percent and 35 percent FIT rates) times the $1 million timing difference. In this example,
26 the amount of “excess” deferred income taxes would be $110,000. This result has
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1 occurred because these deferred taxes should have been reversed at their originating FIT
2 rates, but were instead reversed at an FIT rate of 35 percent.
;
‘ 44 Q. Did Southwest maintain the excess deferred taxes in the ADIT account?
S5 A. No. Southwest transferred the excess deferred taxes out of the ADIT account, and into an
6 Income Tax Reserve account.
7
8 Q. What is the ratemaking consequence of Southwest’s removal of the excess deferred
9 taxes from the ADIT account?

10f A. While the excess deferred taxes were in the ADIT account (Account 282), they were an

11 offset to utility rate base. Southwest has not reduced rate base by the credit balance in the
12 Income Tax Reserve account.

13

14 Q. Why has Southwest maintained the excess deferred taxes on its books in a liability
15 account?

16§ A. The primary reason appears to be regulatory uncertainty as to the ultimate disposition of
17 the excess taxes. Southwest provided a confidential tax memo'® which stated as follows:
18

19 REDACTED.

20

21 Q. What regulatory treatment does Staff recommend for the excess deferred taxes

22 remaining on Southwest’s books in a liability account that relate to Arizona utility

23 operations?

244 A. I recommend that these excess deferred taxes be flowed back to Southwest’s Arizona
25 ratepayers over three years, which is the Company’s assumed rate case filing interval that

' A copy of Southwest’s confidential tax memo is provided in Attachment RCS-6.
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1 the Company used to normalize rate case expense in the current rate case. This proposed
2 regulatory treatment would reduce income tax expense in the current rate case by
3 $147,345. The liability balance for the excess deferred income taxes relating to Arizona
4 utility operations would be reduced to zero by the time of Southwest’s next Arizona rate
5 case, assuming the Company’s filing occurs at the 3 year filing interval being assumed in
6 the current case for rate case expense normalization purposes.
7
8 Q. What would likely happen to the excess deferred income taxes relating to
9 Southwest’s Arizona gas utility operations, if this adjustment is not made?
10ff A. If this adjustment is not made, it appears likely that the excess deferred income taxes
11 relating to Southwest’s Arizona gas utility operations, would be reported as shareholder
12 income, shortly after a final order by the Commission in this rate case. This would likely
13 occur because, if the adjustment recommended by Staff were not made, the substantial
14 regulatory uncertainty existing currently as to whether these excess taxes had to be
15 returned to Arizona ratepayers in the form of a reduced income tax expense, would have
16 been resolved in favor of the Company’s shareholders.
17
18 Q. Are you also recommending a rate base deduction for the unamortized balance of
19 Arizona related excess deferred taxes?

201 A. No. While a rate base deduction for the excess deferred tax liability balance might be

21 theoretically justified, since the excess deferred taxes represent a form of cost-free capital
22 to the utility, I am not recommending such treatment in the current case for the following
23 rather practical reasons. First, the remaining balance of excess deferred income taxes is
24 relatively insignificant with respect to Southwest’s total rate base.”’ Second, by flowing
25 back the excess deferred income taxes as a reduction to expense, but not making a

 For example, a rate base deduction of $442,000 on a total rate base of $1.095 billion is about 0.04 percent, i.e.,
4/100ths of 1 percent.
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C-12

corresponding adjustment to rate base, this achieves a form of balancing of the interests of
ratepayers and shareholders in reasonably disposing of an item that had been the subject of

some regulatory uncertainty.

Injuries and Damages

Please explain your adjustment for Injuries and Damages expense.

This adjustment is shown on Schedule C-12, and reduces Southwest’s proposed expense
for Injuries and Damages in Account 925 by $861,717. As shown on Schedule C-12, page
1, in column A, on line 18, during the test year, Southwest recorded an expense for
Injuries and Damages of $5.679 million for Arizona. As shown in Column B of that
Schedule, Southwest’s filing included three pro forma adjustments that attempted to
increase this expense to $8.169 million, for an increase of approximately $2.490 million.

That is an increase of approximately 44 percent.

In response to various Staff data requests, SWG identified errors in its filed calculation.
Southwest now proposes a pro forma Injuries and Damages expense for Arizona of $8.259
million, as shown on Schedule C-12, page 1, column C, line 18. This represents an

increase of $2.580 million or 45 percent, over the test year recorded amount.

In contrast with SWG’s proposals, as shown on Schedule C-12, page 1, column D, line 18,
Staff recommends a normalized allowance for Injuries and Damages expense for Arizona
of $7.307 million. This represents an increase of $1.628 million or 29 percent, over the

test year recorded amount.

Staff’s recommended allowance for Injuries and Damages expense in Account 925 is

$861,717 lower than the pro forma adjusted amount in SWG’s original filing. The
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$861,717 reduction to SWG’s original proposed pro forma adjusted amount is shown on

Schedule C-12, page 1, columns D and E.

Q. Please explain the major differences between Staff’s and the Company’s
recommended Injuries and Damages expense.

A. The major differences between Staff’s and the Company’s recommended Injuries and
Damages expense can be attributed to the reserve for self-insurance component of this
expense. As shown on Schedule C-12, page 1, line 2, Staff has increased SWG’s recorded
Arizona Direct amount for the reserve for self-insurance by $1,378,765. As shown on
Schedule C-12, page 2, column E, Staff proposes a normalized annual amount for the
Arizona Direct reserve for self insurance of $820,000. This compares with Southwest’s
recorded test year amount of negative $558,765, and with Southwest’s proposed corrected
amount of negative $858,765. Staff’s proposed normalized amount for Arizona Direct
reserve for self insurance is supported by the ten-year average, which, as shown on

Schedule C-12, page 2, columns A and C, line 12, is $817,741.%

Southwest also has a “common” reserve for self-insurance that is allocated to all of its
operations. Because of a May 2005 leaking gas line fire, for which Southwest incurred an
abnormal and extremely high payment to settle the related litigation, even the ten-year
average for the “common” reserve for self-insurance expense is not representative.
Ratepayers should pay for a normalized level of insurance expense, but should not be

required to pay for extremely high litigation payments that the utility incurred related to

2! The ten-year average for Arizona Direct self insurance was derived from SWG’s response to data request STF-6-
60, which included 2007 information through November. Southwest supplemented its response to STF-6-60 to
include 2007 information through December. Due to the timing of receipt of the supplemental response, Staff’s
adjustment only reflects the 2007 information through November. See Attachment RCS-5 for copies of the original
and supplemental responses. Reflecting the supplemental information would decrease Staff’s adjustment by
approximately $10,000. The effect of this supplemental information will be incorporated into Staff’s revenue
requirement, if necessary, when Staff files its surrebuttal testimony.
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the May 2005 leaking gas line fire. Consequently, as shown on Schedule C-12, page 2,
column F, I used a $200,000 annual allowance for the “common” reserve for self-
insurance expense. The $200,000 equals the Company’s recorded amount in 2006, as well
as 2002. As one can see from the annual amounts listed on Schedule C-12, columns B
and D, the annual expense rates from a negative $300,000 in 2003, to a positive $500,000
in 1998, with the $10.367 million in 2005 relating to the May 2005 leaking gas line fire
(listed for 2005 in Column B) being an extreme anomaly in comparison with all of the
other amounts. It compares with the ten-year average of $74,950 shown on Schedule C-
12, page 2, column D, which 1s without the massive impact of the May 2005 leaking gas

line fire litigation settlement.

Q. Please explain why Southwest’s Arizona ratepayers should not be responsible for the
impact on Injuries and Damages expense relating to the Company’s settlement of
litigation related to the May 2005 leaking gas line fire.

A. Arizona ratepayers should not be responsible for the massive expense incurred by the
Company to settle litigation related to the May 2005 leaking gas line fire for at least two
reasons. That expense is abnormal and was incurred in a prior period. Rates in the
current case are being established for prospective application. While historical
information may be useful to address normalized expenses, an extremely abnormal event
like the May 2005 leaking gas line fire-related settlement expense, is not expected to
reoccur and should therefore not be built into pro forma operating expenses. Second, the
Company has not demonstrated that the May 2005 leaking gas line fire was not due to its
own negligence. Ratepayers should not be burdened with extra costs that may have been

incurred as the result of negligence by the utility.
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C-13

Please explain the other information shown on Schedule C-12, page 2.

Lines 17-19 show a derivation of the adjustment to Southwest’s proposed reserve for self-
insurance expense, as filed, under three scenarios: (1) using a 10-year average, without
adjustment for the May 2005 leaking gas line fire; (2) using a 10-year average, with the
extreme and abnormal amount of over $10 million related to the May 2005 leaking gas
line fire removed; and (3) using normalized self-insurance expense of $820,000 for
Arizona Direct and $200,000 for common allocated. Line 19 shows the approximate net
adjustment to Southwest’s as-filed pro forma expense, under each of the above.

Lines 20-22 present similar information, with the frame of reference being Southwest’s
proposed revised expense for self-insurance. Line 22 shows the approximate net
adjustment to Southwest’s proposed revised pro forma expense, under each of the above

scenarios.

Please summarize Staff’s adjustment for Injuries and Damages Expense.
As shown on Schedule C-12, page 1, Southwest’s as-filed pro forma expense for Injuries

and Damages (Account 925) should be reduced by $861,717.

Leased Aircraft Operating Costs |

Please explain your adjustment for Leased Aircraft Operating Costs.

This adjustment normalizes the expense for Southwest’s leased aircraft operating costs.
Southwest does not own aircraft, but does lease aircraft for its business operations. The
expense for the test year is higher than for any year in the four-year period, 2004 through
2007. As shown on Schedule C-13, the test year expense for leased aircraft is adjusted
downward by $32,814 to a normalized amount based on the four-year period, 2004

through 2007.
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C-14

C-15

El Paso Pipeline Rate Case Litigation Cost

Please explain your adjustment for El Paso Pipeline Rate Case Litigation Cost.

The Company’s recorded expense for El Paso Pipeline Litigation allocated to Arizona
operations of $854,889, is higher than the amount in any year, 2005, 2006 or 2007, and
appears to contain expense for a period when the cost for such litigation was at its peak.
In comparison with the test year Arizona Direct amount expense of $843,038, the
comparable Arizona Direct expense for was $117,761 for 2005; $800,809 for 2006; and
$167,675 for 2007. Additionally, Southwest’s response to data request STF-10-1 lists
zero expense for this in 2004.2 As shown on Schedule C-14, the abnormally high test
year expense for the El Paso Pipeline Rate Case Litigation is adjusted downward by

$477,415, to a normalized level, based on the average for 2005 through 2007.

Annualized Amortization for New Intangible Plant

Please explain Staff’s adjustment for the annualized amortization for new intangible
plant that was placed into service by December 31, 2007.

Southwest’s filing included an adjustment (Company Adjustment No. 14) to add to test
year amortization expense $565,333 for the annualized amortization on new intangible
plant that the Company projected would be placed into service by December 31, 2007. As
noted above, Staff has made a related adjustment to rate base in Staff Adjustment B-6.
Staff Adjustment C-15 adjusts the Company’s estimated amounts. As shown on Schedule
C-15, to reflect actual new intangible plant that was placed into service by December 31,
2007, the estimated annualized amortization for new Intangible Plant allocated to Arizona

that had been reflected in Southwest’s filing is reduced by $181,069.

22 See Attachment RCS-5.
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1 Q. Does this conclude your testimony?

2 A. Yes, it does.




Attachment RCS-1
QUALIFICATIONS OF RALPH C. SMITH

Accomplishments

Mr. Smith's professional credentials include being a Certified Financial Planner™ professional, a licensed
Certified Public Accountant and attorney. He functions as project manager on consulting projects
involving utility regulation, regulatory policy and ratemaking and utility management. His involvement in
public utility regulation has included project management and in-depth analyses of numerous issues
involving telephone, electric, gas, and water and sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of industry, PSC staffs, state
attorney generals, municipalities, and consumer groups concerning regulatory matters before regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, Florida, Georgia,
Hawaii, Illinois, Indiana, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New
Jersey, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas,
Washington, Washington, D.C., Canada, Federal Energy Regulatory Commission and various state and
federal courts of law. He has presented expert testimony in regulatory hearings on behalf of utility
commission staffs and intervenors on several occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the budget
and planning activities of Georgia Power Company; supervised 13 professionals; coordinated over 200
interviews with Company budget center managers and executives; organized and edited voluminous audit
report; presented testimony before the Commission. Functional areas covered included fossil plant O&M,
headquarters and district operations, internal audit, legal, affiliated transactions, and responsibility
reporting. All of our findings and recommendations were accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility on
behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's operations in
several areas; responsible for in-depth investigation and report writing in areas involving information
systems, finance and accounting, affiliated relationships and transactions, and use of outside contractors.
Testified before the Alaska Commission concerning certain areas of the audit report. AWWU concurred
with each of Mr. Smith's 40 plus recommendations for improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law firm of
Cravath, Swaine & Moore in conjunction with the case of Reynolds Metals Co. vs. the Columbia Gas
System, Inc.; drafted in-depth report concerning the regulatory treatment at both state and federal levels of
issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin -
Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues addressed
was the economies of the Utility's employment of outside services; provided both written and oral
testimony outlining recommendations and their bases. Most of Mr. Smith's recommendations were adopted
by the City Council and Utility in a settlement.

Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of the Company's

Key team member performing an analysis of the rate stabilization plan submitted by the Southern Bell
projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri; sponsored the complex
technical analysis and calculations upon which the firm's testimony in that case was based. He has also
assisted in analyzing changes in depreciation methodology for setting telephone rates.
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Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas Utilities
Company, Michigan Consolidated Gas Company, and Consumers Power Company. Drafted
recommendations regarding the appropriate rate of interest to be applied to any over or under collections
and the proper procedures and allocation methodology to be used to distribute any refunds to customer
classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. Addressed
appropriate interest rate and compounding procedures and proper allocation methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in rates.
The major area addressed was the propriety of the Company's ratemaking attrition adjustment in relation to
its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 on gas
distribution utility operations of the Northern States Power Company. Analyzed the reduction in the
corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer advances, CIAC, and timing
of TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 1986 on
the operations of Connecticut Natural Gas Company on behalf of the Connecticut Department of Public
Utility Control - Prosecutorial Division, Connecticut Attorney General, and Connecticut Department of
Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company ("NWB")
doing business as U S West Communications ("USWC"). Objective was to express an opinion as to
whether current rates addressed by the plan were appropriate from a Minnesota intrastate revenue
requirements and accounting perspective, and to assist in developing recommended modifications to
NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on this project. Obtained and
reviewed data and performed other procedures as necessary (1) to obtain an understanding of the
Company's Incentive Plan filing package as it relates to rate base, operating income, revenue requirements,
and plan operation, and (2) to formulate an opinion concerning the reasonableness of current rates and of
amounts included within the Company's Incentive Plan filing. These procedures included requesting and
reviewing extensive discovery, visiting the Company's offices to review data, issuing follow-up
information requests in many instances, telephone and on-site discussions with Company representatives,
and frequent discussions with counsel and DPS Staff assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the Department
of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site review and audit of
Company, identification and analysis of specific issues, preparation of data requests, testimony, and cross
examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards for
Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, and
Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.
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Previous Positions

With Larkin, Chapski and Co., the predecessor firm to Larkin & Associates, was involved primarily in
utility regulatory consulting, and also in tax planning and tax research for businesses and individuals, tax
return preparation and review, and independent audit, review and preparation of financial statements.

Installed computerized accounting system for a realty management firm.

Education

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, Dearborn,
1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with investment tax
credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP® certificate.

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and Certified
Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utility cases participated in:

79-228-EL-FAC Cincinnati Gas & Electric Company (Ohio PUC)
79-231-EL-FAC Cleveland Electric Illuminating Company (Ohio PUC)
79-535-EL-AIR East Ohio Gas Company (Ohio PUC)

80-235-EL-FAC Ohio Edison Company (Ohio PUC)

80-240-EL-FAC Cleveland Electric Itluminating Company (Ohio PUC)
U-1933* Tucson Electric Power Company (Arizona Corp. Commission)
U-6794 Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
81-0035TP Southern Bell Telephone Company (Florida PSC)

81-0095TP General Telephone Company of Florida (Florida PSC)
81-308-EL-EFC Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
810136-EU Gulf Power Company (Florida PSC)

GR-81-342 Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Tr-81-208 Southwestern Bell Telephone Company (Missouri PSC))
U-6949 Detroit Edison Company (Michigan PSC)

8400 East Kentucky Power Cooperative, Inc. (Kentucky PSC)
18328 Alabama Gas Corporation (Alabama PSC)

18416 Alabama Power Company (Alabama PSC)

820100-EU Florida Power Corporation (Florida PSC)

8624 Kentucky Utilities (Kentucky PSC)

8648 East Kentucky Power Cooperative, Inc. (Kentucky PSC)
U-7236 Detroit Edison - Burlington Northern Refund (Michigan PSC)
U6633-R Detroit Edison - MRCS Program (Michigan PSC)

U-6797-R Consumers Power Company -MRCS Program (Michigan PSC)
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U-5510-R

82-240E
7350

RH-1-83
820294-TP
82-165-EL-EFC
(Subfile A)
82-168-EL-EFC
830012-EU
U-7065

8738
ER-83-206
U-4758

8836

8839
83-07-15
81-0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684

7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091

19297
76-18788AA
&76-18793AA

85-53476AA
& 85-534785AA

U-8091/U-8239
TR-85-179%%*
85-212
ER-85646001

& ER-85647001

850782-EI & 850783-El

R-860378

Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)

South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)

Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

Toledo Edison Company(Ohio PUC)

Cleveland Electric Illuminating Company (Ohio PUC)

Tampa Electric Company (Florida PSC)

The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)

Arkansas Power & Light Company (Missouri PSC)

The Detroit Edison Company —~ Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)

Western Kentucky Gas Company (Kentucky PSC)

Connecticut Light & Power Co. (Connecticut DPU)

Palm Coast Utility Corporation (Florida PSC)

Consumers Power Co. - Partial and Immediate (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Consumers Power Company — Final (Michigan PSC)

Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)

Seacoast Utilities (Florida PSC)

Detroit Edison Company (Michigan PSC)

CP National Corporation (Nevada PSC)

Michigan Gas Utilities Company (Michigan PSC)

Sierra Pacific Power Company (Nevada PSC)

Florida Power & Light Company (Florida PSC)

Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)

Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company — Gas (Michigan PSC)

Michigan Gas Utilities Company (Michigan PSC)

Detroit Edison Company (Michigan PSC)

Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)

Pennsylvania Power Company (Pennsylvania PUC)

Tampa Electric Company (Florida PSC)

Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

Detroit Edison Refund - Appeal of U-4758

(Ingham County, Michigan Circuit Court)

Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

New England Power Company (FERC)
Florida Power & Light Company (Florida PSC)
Dugquesne Light Company (Pennsylvania PUC)
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R-850267
851007-WU

& 840419-SU
G-002/GR-86-160
7195 (Interim)
87-01-03
87-01-02

R-860378

3673-

29484

U-8924

Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102

T E-1032-88-102
89-0033
U-89-2688-T
R-891364

F.C. 889

Case No. 88/546*

87-11628*

890319-El1
891345-EI

ER 8811 0912F
6531
R0901595
90-10

89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07-037, Phase II

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174%**

U-1551-89-102

& U-1551-89-103
Docket No. 6998
TC-91-040A and
TC-91-040B

9911030-WS &
911-67-WS
922180

7233 and 7243

Pennsylvania Power Company (Pennsylvania PUC)

Florida Cities Water Company (Florida PSC)

Northern States Power Company (Minnesota PSC)

Gulf States Utilities Company (Texas PUC)

Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company

(Connecticut Department of Public Utility Control)

Duquesne Light Company Surrebuttal (Pennsylvania PUC)
Georgia Power Company (Georgia PSC)

Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company — Gas (Michigan PSC)

Austin Electric Utility (City of Austin, Texas)

Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)

Citizens Utilities Rural Company, Inc. & Citizens Ultilities
Company, Kingman Telephone Division (Arizona CC)

Illinois Bell Telephone Company (Illinois CC)

Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)

Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v,
Gulf+Western, Inc. et al, defendants (Supreme Court County of
Onondaga, State of New York)

Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)

Florida Power & Light Company (Florida PSC)

Gulf Power Company (Florida PSC)

Jersey Central Power & Light Company (BPU)

Hawaiian Electric Company (Hawaii PUCs)

Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)

Southern New England Telephone Company (Connecticut PUC)
Southern States Ultilities, Inc. (Florida PSC)

Southern California Edison Company (California PUC)

Long Island Lighting Company (New York DPS)

Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)

Southwest Gas Corporation (Arizona CC)

Sun City Water Company (Arizona RUCO)

Havasu Water Company (Arizona RUCO)

Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)

Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona
Corporation Commission)

Hawaiian Electric Company (Hawaii PUC)

Intrastate Access Charge Methodology, Pool and Rates

Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition

General Development Utilities - Port Malabar and

West Coast Divisions (Florida PSC)

The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)
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R-00922314

& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

92-09-19
E-1032-92-073
UE-92-1262
92-345

R-932667
U-93-60**
U-93-50**
U-93-64

7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766

93-2006- GA-AIR*
94-E-0334
94-0270

94-0097
PU-314-94-688
94-12-005-Phase I
R-953297
95-03-01

95-0342
94-996-EL-AIR
95-1000-E
Non-Docketed
Staff Investigation
E-1032-95-473
E-1032-95-433

GR-96-285
94-10-45
A.96-08-001 et al.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

16705
E-1072-97-067
Non-Docketed
Staff Investigation

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

Citizens Utilities Company, Agua Fria Water Division

(Arizona Corporation Commission)

Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)

Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)

PTI Communications (Alaska PUC)

Hawaiian Electric Company, Inc. (Hawaii PUC)

Citizens Utilities Company - Gas Division

(Arizona Corporation Commission

Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Contel of the West, Inc. to

Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)

The East Ohio Gas Company (Ohio PUC)

Consolidated Edison Company (New York DPS)

Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)

UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)

Southern New England Telephone Company (Connecticut PUC)
Consumer [llinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)

South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)

Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)

Missouri Gas Energy (Missouri PSC)

Southern New England Telephone Company (Connecticut PUC)
California Utilities’ Applications to Identify Sunk Costs of Non-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)

Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)

Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)

Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Entergy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)

| Attachment RCS-1, Qualifications of Ralph C. Smith Page 6 of 8




PU-314-97-12 US West Communications, Inc. Cost Studies (North Dakota PSC)

97-0351 Consumer Illinois Water Company (Illinois CC)

97-8001 Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)

U-0000-94-165 Generic Docket to Consider Competition in the Provision
of Retail Electric Service (Arizona Corporation Commission)

98-05-006-Phase I San Diego Gas & Electric Co., Section 386 costs (California PUC)

9355-U Georgia Power Company Rate Case (Georgia PUC)

| 97-12-020 - Phase I Pacific Gas & Electric Company (California PUC)

U-98-56, U-98-60, Investigation of 1998 Intrastate Access charge filings

U-98-65, U-98-67 (Alaska PUC)

(U-99-66, U-99-65, Investigation of 1999 Intrastate Access Charge filing

U-99-56, U-99-52) (Alaska PUC)

Phase II of 97-SCCC-149-GIT
Southwestern Bell Telephone Company Cost Studies (Kansas CC)
PU-314-97-465 US West Universal Service Cost Model (North Dakota PSC)
Non-docketed Assistance Bell Atlantic - Delaware, Inc., Review of New Telecomm.
and Tariff Filings (Delaware PSC)
Contract Dispute City of Zeeland, MI - Water Contract with the City of Holland, MI
(Before an arbitration panel)
Non-docketed Project City of Danville, IL - Valuation of Water System (Danville, IL)

Non-docketed Village of University Park, IL - Valuation of Water and
Project Sewer System (Village of University Park, Itlinois)
E-1032-95-417 Citizens Utility Co., Maricopa Water/Wastewater Companies
etal. (Arizona Corporation Commission)
T-1051B-99-0497 Proposed Merger of the Parent Corporation of Qwest

Communications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)

T-01051B-99-0105 US West Communications, Inc. Rate Case (Arizona CC)

A00-07-043 Pacific Gas & Electric - 2001 Attrition (California PUC)

T-01051B-99-0499 US West/Quest Broadband Asset Transfer (Arizona CC)

99-419/420 US West, Inc. Toll and Access Rebalancing (North Dakota PSC)

PU314-99-119 US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC

98-0252 Ameritech - Illinois, Review of Alternative Regulation Plan
(Illinois CUB)

00-108 Delmarva Billing System Investigation (Delaware PSC)

U-00-28 Matanuska Telephone Association (Alaska PUC)

Non-Docketed Management Audit and Market Power Mitigation Analysis of the

Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)

00-11-038 Southemn California Edison (California PUC)

00-11-056 Pacific Gas & Electric (California PUC)

00-10-028 The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)

98-479 Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)

99-457 Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)

99-582 Delmarva Power & Light dba Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)

99-03-04 United luminating Company Recovery of Stranded Costs
(Connecticut OCC)

99-03-36 Connecticut Light & Power (Connecticut OCC)

Civil Action No.

98-1117 West Penn Power Company vs. PA PUC (Pennsylvania PSC)
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Case No. 12604
Case No. 12613
41651

13605-U
14000-U
13196-U

Non-Docketed
Non-Docketed

Application No.
99-01-016,

Phase 1
99-02-05
01-05-19-RE03

G-01551A-00-0309
00-07-043

97-12-020

Phase IT

01-10-10

13711-U

02-001
02-BLVT-377-AUD
02-S&TT-390-AUD
01-SFLT-879-AUD

01-BSTT-878-AUD
P404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

U-01-83

U-01-87

96-324, Phase II
03-WHST-503-AUD

04-GNBT-130-AUD
Docket 6914

Upper Peninsula Power Company (Michigan AG)

Wisconsin Public Service Commission (Michigan AG)

Northern Indiana Public Service Co Overearnings investigation (Indiana UCC)
Savannah Electric & Power Company — FCR (Georgia PSC)

Georgia Power Company Rate Case/M&S Review (Georgia PSC)

Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (Georgia PSC)
Georgia Power Company & Savannah Electric & Power FPR

Company Fuel Procurement Audit (Georgia PSC)

Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)

Post-Transition Ratemaking Mechanisms for the Electric Industry
Restructuring (US Department of Navy)

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

Pacific Gas & Electric Company Rate Case (California PUC)

United Iluminating Company (Connecticut OCC)

Georgia Power FCR (Georgia PSC)

Verizon Delaware § 271(Delaware DPA)

Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation

(Kansas CC)

Bluestem Telephone Company, Inc. Audit/General Rate Investigation

(Kansas CC)

Sherburne County Rural Telephone Company, dba as Connections, Etc.
(Minnesota DOC)

ACS of Alaska, dba as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)

ACS of Anchorage, dba as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)

ACS of Fairbanks, dba as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)

ACS of the Northland, dba as Alaska Communications Systems (ACS), Rate
Case (Alaska Regulatory Commission PAS)

Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)

Wheat State Telephone Company (Kansas CC)

Golden Belt Telephone Association (Kansas CC)

Shoreham Telephone Company, Inc. (Vermont BPU)

[ Attachment RCS-1, Qualifications of Ralph C. Smith
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Southwest Gas Corporation
Docket No. G-01551A-07-0504
Attachment RCS-2
Staff Accounting Schedules
Accompanying the Surrebuttal Testimony of Ralph C. Smith

Schedule |Description Pages
Revenue Requirement Summary Schedules
A Calculation of Revenue Deficiency (Sufficiency) 1
A-1 Gross Revenue Conversion Factor 1
B Adjusted Rate Base 1
B.1 Summary of Rate Base Adjustments 2
C Adjusted Net Operating Income 1
C.1 Summary of Net Operating Income Adjustments 3
D Capital Structure and Cost Rates 1
Rate Base Adjustments
B-1 Yuma Manors Pipe Replacement 1
B-2 Customer Advances for Construction 2
B-3 Cash Working Capital 1
B-4 Customer Deposits 3
B-5 Accumulated Deferred Income Taxes - Acct.190 2
B-6 Intangible Plant Added After the Test Year 1
B-7 Accumulated Deferred Income Taxes - RCND 1
Net Operating Income Adjustments
C-1 Yuma Manors Depreciation and Property Tax Expense 2
C-2 Gain on Sale of Utility Property 1
C-3 Management Incentive Program 1
C-4 Stock Based Compensation 1
C-5 Supplemental Executive Retirement Expense 1
C-6 American Gas Association Dues 1
C-7 TRIMP Surcharge 3
C-8 A&G Expenses - Annualized Paiute Allocation 1
C-9 Interest on Customer Deposits 1
C-10  |Interest Synchronization 1
C-11  |Flow Back Excess Deferred Income Taxes 1
C-12  |Injuries and Damages 2
C-13  |Leased Aircraft Operating Costs 1
C-14  |El Paso Natural Gas Rate Case Expense 1
C-15 _ INew Intangible Plant Annualized Amortizations 1
Total Pages 41
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Southwest Gas Corporation

Docket No. G-01551A-07-0504

Capital Structure & Cost Rates Schedule D
Cost of Service Methodology Page 1 of 1
Test Year Ended April 30, 2007
Line Capitalization Cost Weighted Avg.
No. Capital Source Amount Percent Rate Cost of Capital
A) ® ©) ®)
SWG - Proposed
1 Long-Term Debt 51.00% 7.96% 4.06%
2 Preferred Equity 4.00% 8.20% 0.33%
3 Common Stock Equity 45.00% 11.25% 5.06%
4 Total Capital 100.00% 9.45%
Supporting
ACC Staff - Proposed for OCRB OCRB
5 Long-Term Debt $ 557,358,002 52.08% 7.96% 4.15%
6  Preferred Equity $ 47,944,774 4.48% 6.40% 0.29%
7  Common Stock Equity $ 464,893,080 43.44%  10.250% 4.45%
8 Total Capital $1,070,195,856 100.00% 8.88%
9  Difference -0.57%
10 Weighted Cost of Debt 4.43%
ACC Staff - Proposed Cost of Capital for Fair Value Rate Base - Option 1
11 Long-Term Debt $ 557,358,002 40.00% 7.96% 3.18%
12 Preferred Equity $ 47,944,774 3.44% 8.20% 0.28%
13 Common Stock Equity $ 464,893,080 33.37%  10.000% 3.34%
14 Capital financing OCRB $1,070,195,856
15  Appreciation above OCRB
not recognized on utility's books $ 323,152,085 23.19% 0% [a] 0.00%
16 Total capital supporting FVRB $1,393,347,941 100.00% 6.80%
ACC Staff - Proposed Cost of Capital for Fair Value Rate Base - Option 2
17 Long-Term Debt $ 557,358,002 40.00% 7.96% 3.18%
18  Preferred Equity $ 47944774 3.44% 8.20% 0.28%
19 Common Stock Equity $ 464,893,080 33.37% 10.00% 3.34%
20 Capital financing OCRB $1,070,195,856
21  Appreciation above OCRB
not recognized on utility's books $ 323,152,085 23.19% 1.25% [b] 0.29%
22 Total capital supporting FVRB $1,393,347,941 100.00% 7.09%
Notes and Source
Lines 11-15, Col.A:
23 Fair Value Rate Base $1,393,347942  Schedule A
24  Original Cost Rate Base $1,070,195,857  Schedule A
25 Difference $ 323,152,085
Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility's books.
[a] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books.

Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books.
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost.

[b] Per Staff witness David Parcell
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Southwest Gas Corporation
Customer Advances for Construction

Test Year Ended April 30, 2007

Line
No. Description

Docket No. G-01551A-07-0504
Schedule B-2
Page 1l of 1

Amount Reference

1 Staff proposed
2 Company proposed
3 Staff adjustment to rate base

(A)
$ (49,194,789) See below
$_(37.910,017) See below
$ (11,284,772) Account 252

Related Accumulated Deferred Income Taxes:

4 Related ADIT 34.43%

Notes and Source

$ 3,885,347 Response to STF 1.25, Customer Advances
Account 2830 2100

From Southwest Excel workpapers

Account 252 Monthly
Month Amount Change
(B) )
5 April-06 $ 25,965,151.95
6 May-06 $ 27,771,678.00 $ 1,806,526.05
7 June-06 $ 30,949,083.64 § 3,177,405.64
8 July-06 $ 32,596,096.25 $ 1,647,012.61
9 August-06 $ 35,041,274.23  $ 2,445,177.98
10 September-06  $ 36,572,842.62 $ 1,531,568.39
11 October-06 $ 38,058,790.21 $ 1,485,947.59
12 November-06 $ 38,732,669.00 $ 673,878.79
13 December-06  $§ 41,078,965.78  § 2,346,296.78
14  January 2007 § 43,365,611.50 $ 2,286,645.72
15 February-07 $ 45355,426.19 $ 1,989,814.69
16 March-07 $ 48,147,845.19  $§ 2,792,419.00
17 April-07 $ 49,194,789.04  $§ 1,046,943.85
18 Average $ 37,910,017.20
19 Year-End $ 49,194,789.04

20  Adjustment

$ 11,284,771.84
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Southwest Gas Corporation
Customer Deposits

Docket No. G-01551A-07-0504
Schedule B-4

1 Staff proposed

Page 1 of 3
Test Year Ended April 30, 2007
Line
No. Description Amount Reference
(A)

$ (34,402,771) See below

Company proposed $ (31,921,898) See below
3 Staff adjustment to rate base $ (2,480,873)
Notes and Source
From Southwest Excel workpapers
Monthly
Month Amount Change
(B) )

4 April-06 $ 29,940,533.00

5 May-06 $ 30,244,307.00 $ 303,774.00
6 June-06 $ 30,534,168.00 § 289,861.00
7 July-06 $ 30,907,667.00 $§ 373,499.00
8 August-06 $ 31,068,422.00 $ 160,755.00
9 September-06  $ 31,294,649.00 § 226,227.00
10 October-06 $ 31,925,334.07 $ 630,685.07
11  November-06 § 32,387,659.54 $§ 462,325.47
12 December-06 $ 32,677,847.19 $ 290,187.65
13 January 2007  $ 32,866,854.83 $§ 189,007.64
14 February-07 $ 33,171,594.71 $ 304,739.88
15 March-07 $ 33,562,861.81 $ 391,267.10
16 April-07 $ 34,402,770.85 § 839,909.04

17  Average $ 31,921,897.62
18 Year-End $ 34,402,770.85
19  Adjustment $ 2,480,873.23

Source: Company Records, Account 235
(excludes 235.0 1330)




Southwest Gas Corporation Docket No. G-01551A-07-0504

Source: Response to STF-1-9 All are positive, i.e., increases

Customer Deposits Schedule B4
Page 2 of 3
Test Year Ended April 30, 2007
Line Monthly
No. Month Amount Change
(&) B)
1 September-02  $ 16,250,822
2 October-02 § 16,492,184 $ 241,362
3 November-02 $ 16,804,948 $ 312,764
4 December-02 § 17,151,007 § 346,059
5 January-03 $§ 17,539415 § 388,408
6 February-03 $§ 17,955206 §$ 415,791
7 March-03 § 18,771,907 §$ 816,701
8 April-03  § 19,779,385 § 1,007,478
9 May-03 $§ 20,563,887 $ 784,502
10 June-03 $ 21,068,603 § 504,716
11 July-03 $ 21,361,867 $ 293,264
12 August-03  § 21,697,818 § 335,951
13 September-03  $ 22,116,629 § 418,811
14 October-03  $ 22,421,280 § 304,651
15 November-03 $§ 22,915,023 $ 493,743
16 December-03  § 23,429,731 § 514,708
17 January-04 § 23,858,508 §$ 428,777
18 February-04 $ 24,244,633 $ 386,125
19 March-04 $ 24,547,955 § 303,322
20 April-04 $ 24807840 § 259,885
21 May-04 $ 24958957 § 151,117
22 June-04 $ 25,170,362 § 211,405
23 July-04 $§ 25267247 % 96,885
24 August-04 § 25,421,849 $ 154,602
25 September-04 $ 25,552,621 $ 130,772
26 October-04 § 25,848,938 $ 296,317
27 November-04 § 26,282,708 § 433,770
28 December-04 $ 26,682,829 § 400,121
29 January-05 § 27,087,182 §$ 404,353
30 February-05 $ 27,467,386 § 380,204
31 March-05 § 27,823,958 § 356,572
32 April-05 $ 27,893,262 $ 69,304
33 May-05 $ 28,063,139 § 169,877
34 June-05 $ 28,169,344 § 106,205
35 July-05 $ 28,186,789 § 17,445
36 August-05  $ 28,307,776 §$ 120,987
37 September-05  $ 28,394,707 $ 86,931
38 October-05 § 28,538,698 § 143,991
39 November-05 § 28,856,769 § 318,071
40 December-05 $ 29,139,638  § 282,869
41 January-06 $ 29,453,967 $ 314,329
42 February-06 $ 29,642,993 § 189,026
43 March-06 $ 29,683,090 § 40,097
44 April-06 $ 29,940,535 % 257,445
45 May-06 $ 30,244,306 §$ 303,771
46 June-06 $ 30,534,170 §$ 289,864
47 July-06 $ 30,907,669 % 373,499
48 August-06 $ 31,068,422 $ 160,753
‘ 49 September-06 $ 31,294,651 $ 226,229
| 50 October-06 $§ 31,925334 § 630,683
| 51 November-06 $ 32,387,660 $ 462,326
| 52 December-06 $ 32,677,847 § 290,187
‘ 53 January-07 $ 32,866,855 § 189,008
| 54 February-07 $ 33,171,595 § 304,740
| 55 March-07 $ 33,562,862 § 391,267
‘ 56 April-07 § 34,402,771 § 839,909
57 May-07 $ 34,944,231 $ 541,460
| 58 June-07 $ 35,653,565 $ 709,334
1 59 July-07 $ 36,066,017 § 412,452
| 60 August-07 $ 36,447,849 § 381,832
i 61 September-07 § 36,827,715 $ 379,866
|
|
\
|
|
|
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Southwest Gas Corporation Docket No. G-01551A-07-0504

Test Year Ending April 30, 2007 Schedule C-7 ‘
Comparison of TRIMP Expense Proposed by Company Page 2 of 3
With Annual Average for First Five Years of TRIMP
Line TRIMP
No. Month Year Cost Average
1 January 2004 $ -
2 February $ -
3 March $ -
4 April $ -
5 May $ 471.82
6 June $ 6,544.60
7 July $ 5,129.14
8 August $ 34,505.15
9 September $ 26,727.58
10 October $ 43,458.93
11 November $ 47,645.50
12 December $ 249,744 .24
13 January 2005 $ 3,287.69
14 February $ 10,172.00
15 March $ 112,724.24
16 April $ 74,840.59
17 May $ 34,496.78
18 June $  153,864.86
19 July $ 59,016.31
20 August $ 37,807.80
21 September $ 74,315.00
22 October $ 57,342.53
23 November $ 81,834.80
24 December $ 116,930.64
25 January 2006 $ 3,399.49
26 February $ 11218546
27 March $ 89,027.76
28 April $ 14,517.99
29 May $ 78,760.70
30 June $ 25,798.91
31 July $ 11,716.63
32 August $ 25,738.65
33 September $ 61,415.65
34 October $ 40,789.65
35 November $ 53,181.82
36 December $ 184,304.68
37 January 2007 $ 1,696.82
38 February $ 89,940.27
39 March $ 51,725.37
40 April $ 295,844.74
41 May $  219,060.96
42 June $ 563,459.42
43 July $ 161,869.56
44 August $  382,430.01
45 September $  606,095.91
46 October $ 211,299.88
47 November $ 145,226.48
48 December $ 17,512.58
49 GRAND TOTAL $ 4,677,859.59 $ 935,571.92  Average for First Five Year TRIMP Period
ANNUAL TOTALS
50 2003 $ -
51 2004 $  414,226.96
52 2005 $ 816,633.24
53 2006 $  700,837.39
54 2007 $  2,746,162.00
55 GRAND TOTAL $ 4,677,859.59 $ 935,571.92  Average for First Five Year TRIMP Period
Compare:
56 Test Year Ending 4/30/07 $ 920,913.89  Normalized O&M Expense for TRIMP

Proposed by Southwest Gas
Notes and Source

Response to STF-9-18 and STF-10-2
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Southwest Gas Corporation Docket No. G-01551A-07-0504

Injuries and Damages, Account 925 Schedule C-12
Page 10f2
Test Year Ended April 30, 2007
Company Company Company
Line Test Year Requested Requested Staff Staff
_No. Description As Recorded As Filed As Corrected Proposed Adjustment
@ ® ©) ) ®
Arizona Direct Col.D - Col.B

1 Legal and Other Costs $ 467,269 $ 467,269 $ 467,269 $ 467,269 $ -

2 Reserve for Self Insurance $  (558,765) 3 (558,765) $ (858,765) $ 820,000 ¢ $§ 1,378,765

3 Self-Insured Workmen's Comp $ 497,524 3 497,524 $ 497,524 $ 497,524 3 -

4 Total Arizona Direct $ 406,028 $ 406,028 $ 106,028 $ 1,784,793 $ 1,378,765

Cominon Before Allocation to Arizona

5  Legal and Other Costs $ 179,014 3 179,014 $ 179,014 $ 179,014 $ -

6  Reserve for Self Insurance $ 200,000 $ 4,130,256 $ 5,030,024 $ 200,000 ¢ $  (3,930,256)

7  Self-Insured Workinen's Comp $ 23,243 $ 23,243 $ 23,243 3 23,243 $ -

8  Insurance $ 9,292,136 $ 9,738,915 $ 9,738,915 $ 9,738,915 $ -

9 Subtotal before Paiute Allocation $ 9,694,393 $ 14,071,428 $ 14,971,196 $ 10,141,172 $  (3,930,256)
10 Paiute Allocation 396% $  (395033)a § (380,379)a § (592,859) $ (401,590) $ (21,211)
11 Subtotal after Paiute Allocation $ 9,299,360 $ 13,691,049 $ 14,378,337 $ 9,739,582 $  (3,951467)

Arizona Allocation of Common
12 Legal and Other Costs 56.70% $ 101,501 $ 101,501 $ 101,501 $ 101,501 $ -
13 Reserve for Self Insurance 56.70% $ 113,400 § 2,341,855 $ 2,852,024 $ 113,400 $  (2.228455)
14  Self-Insured Workmmen's Comp 56.70% §$ 13,179 g 13,179 $ 13,179 $ 13,179 3 -
15 Insurance 56.70% $ 5,268,641 $ 5,521,965 $ 5,521,965 $ 5,521,965 $ -
16 Paiute Allocation 56.70% _$  (223,984) $ (215,675) $ (336,151) $ (227,702) § (12,027)
17 Total Common Allocated to Arizona $ 5,272,137 $ 7,762,825 $ 8,152,518 $ 5,522,343 $  (2,240482)
18  Total Arizona Direct and Allocated $ 5,678,765 3 8,168,853 $ 8,258,546 $ 7,307,136 $ (861,717)
19 Company's proposed adjustments to Account 925 in its filing $ 2,490,088 $ 2,579,781 $ (861,717)
Col.B - Col. A Col.C- Col. A
Components of Company's proposed adjustments to Account 925, 1&J Expense:
20  SWG Adjustment 7, Out of Period Expenses $ 253,324 $ 253,324 $ 253,324
21  SWG Adjustment 10, Self Insured Retention Normalization $ 2228455 b § 2318148 b § 1,366,738
22 SWG Adj 12, A&G Exp A lized Paiute Allocation $ 8,309 $ 8,309 $ 8,309
23 Total Company-proposed adjustments to Account 925 expense $ &490,088 $ 25,579781 $ 1,628,371
24 Percentage increase over test year recorded amount 4% 45% 29%
25  Staff proposed adjustment to SWG as-filed pro forma expense for Account 925 $ (861,71 Z) $ (861,717)
L.23, Col.D - Col.B
Notes and Source
A SWG response to Staff data request STF-9-14
B Derived from SWG filing, Schedule C-2, Company Adjustment Nos. 7, 10 and 12 and response to STF-9-14
C SWG response to Staff data request STF-9-14
b See page 2 of this schedule for Staff analysis of ten years of recorded expense for
a Paiute allocation used by SWG in its filing does not calculate exactly to 3.96%
b SWG Adjustment 10, Self Insured Retention Normalization Staff
Component SWG Recorded SWG Filed SWG Corrected Staff Adjusted Adj
26  Arizona Direct $  (558,765) $ (558,765) $ (858,765) $ 820,000 $ 1,378,765
27 Common Allocated to Arizona $ 113,400 § 2341855 $ 2,852,024 $ 113,400 $  (2,228455)
28  Subtotals $ (445,365) $ 1,783,090 $ 1,993,259 $ 933,400 $ (849,690)
29 Net SWG Proposed Adjustment, before change in Paiute allocation 5 2228455 $ 2,438,624 $ 1,378,765
L.27,Col.B - Col.A L.27, Col.C - Col. A
To Line 21
Line 16 Less line 22

30 Paiute allocation $  (223,984) Line 16 $ (344,460) $ (236,011) $ (12,027)
31 Change in Paiute allocation from test year recorded 3 (120,476) $ (12,027)

32 Company's proposed corrected adjustment, net of change in Paiute allocation $ 2,318,148 $ £861,7172 c

To Line 21
33 Staff adjustment to Southwest recorded, net of change in Paiute allocation $ 1,366,738

c See page 2 of this schedule for details of Staff recommended normalized amount for self-insured expense. To Line 21
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Excerpts from NARUC-sponsored Audits of the
Expenditures of the American Gas Association
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AUDIT REPORT ON THE EXPENDITURES
OF THE

AMERICAN GAS ASSOCIATION

(For the 12 month period ended December 31,1999)

JUNE 2001

COMMITTEE ON
UTILITY ASSOCIATION OVERSIGHT

National Association of
Regulatory Utility Commissioners
1101 Vermont Avenue; Suite 200
Washington, D.C. 20005

i
Telephone No. (202) 1898-2200
a
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AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES
FOR THE YEAR ENDED DECEMBER 31,1999

EXPENSE CATEGORY PERCENTAGE

Public Affairs 15.43%
Communications 11.64%
Media Communications:

Commercial Equipment 4.47%

Environmental 0.74 %

Promotional 0.74%

Residential Equipment 2.96%
Corporate Affairs & International 11.30% }
General Counsel & Corporate Secretary 4.02% |
Regulatory Affairs 11.20%
Marketing Services 15.02%
Operating & Engineering Services 14.70%
Policy & Analysis 12.07%
Industry Finance & Admin. Programs 2.94 %

General & Administrative Expense 0.00%
| TOTAL ' 107.23% *

* Expense in excess of 100% not funded by dues.

Note: The table above was prepared by the Staff Subcommittee on Utility Association
Oversight and should be read in conjunction with the audited financial statements and
schedules contained within this report. The expense categories listed above relate to
audit definitions found on page III-3 herein.



American Gas Association Docket No. (/5-\-015h51A-0E85804
Expenditures Funded by Member Dues ttacprggegt4 of 1"13

For the Year Ended December 31, 1999

Adjusted oo
Group Group Net G&A Net of
Number Name Expense Adjustments Allocation Expense Dues
(5)
03  Public Affairs 4,147,682 3,4 (1,650,669) 455,752 2,912,765 15.43%
03  Communications 4 1,698,695 498,479 2,197,174  11.64%
08 Media Communications
Commercial Equipment 759,932 1,2 61,868 21,400 843,200 147%
Environmental 126,708 1,2 10,316 3,568 140,592 0.74%
Promotional 126,708 1.2 10,316 3,568 140,592 0.74%
Residential Equipment 503,934 1.2 41,027 14,191 559,152 2.96%
06. 16 Corporate Affairs and International 1,483,688 3 (5,217) 655,144 2,133,615 11.50%
Qs General Counsel & Corp. Secretary 588,436 3 170,907 759,343 4.02%
09  Regulatory Affairs 1,492,676 3 194,393 427,268 2,114,337  11.20%
08 Marketing Services 4,654,503 1,2 (2,302,920) 484,237 2,835,820  13.02%
14 Operating & Engineering Services 1,949,534 826,051 2,775.585 14 70%
07  Policy & Analysis 1,374,743 1 277.704 626,659 2,279,106  12.07%
12 Industry Finance & Admin. Programs 498,349 56,969 555,318 2.94%
31.10.11 General & Administrative Expense 4,247,002 3 (2,809) (4,244,193) 0.00%
Grand Total 21,953,895 3 (1,707,296) $ - $20,246,599 107.23%

justments as a result of A.G.A./NARUC Oversight Committee Staff aor,
Allocation of Group Vice President's salaries.

Media Communications portion of division expenses.

Expenses transferred to Government Relations.

Breakout of communications portion of division expenses

G&A allocated on basis of equivalent full-time employees during 1999.

- W N -
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AMERICAN GAS ASSOCIATION
Definitions of Functional Cost Centers

For the Year Ended December31, 1999

COST
CENTER DESCRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

Public affairs provides members with information on legislative developments:
prepares testimony, comments, and filings regarding legislative activities; lobbies on
behalf of the industry.

g Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media.

Commercial Equipment - explains the use of specific models of
commercial/institutional equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replace other fuels.

Industrial Equipment - explains cost-savings, energy-savings and other
benefits provided by the industrial applicationsof specific equipment.

Institutional - to enhance the image of the natural gas industry as a business
entity.

Power Generation Natural Gas Equipment - explains cost-savings. energy-
savings and other benefits provided by specific equipment for generating
power.

Promotional - promotes the efficient use of natural gas by emphasizing the
resource efficiency, cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other
related benefits to the customer/user provided by certain models of residential
natural gas appliances such as boiler, furnaces, ranges and water heaters.

12 Finance & Administration develops and implements programs in such areas as
accounting, human resources and risk management for member companies.

111-3
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General Counsel & Corporate Secretaw provides legal counsel to the Association

Corporate Affairs provides opportun'ities for interaction between member
companies and the financial community. The focus is to promote interest in the
investment opportunitiesin the industry.

Regulatory Affairs provides members with information on FERC and state
regulatory developments; prepares testimony, comments, and filings regarding
regulatory activities.

Market Development assists members in their efforts to encourage the most efficient
utilization of gas energy by exchanging information about marketing trends,
conducting utilization efficiency programs and exploring market opportunities.

Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

Policy & Analysis identifiesthe need for and conducts energy analyses and modeling
efforts in the areas of gas supply and demand, economics and the environment.

General & Administrative includes:

Office of the President provides senior management guidance for all A.G.A.
activities.

Human Resources develops and administers employee programs and provides
general office and personnel services.

Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

Pipeline Research: develops, manages and evaluates pipeline research projects that
provide advances in technology.

Reserve: Extraordinary adjustments are recorded as reserve charges. Major
adjustments are identified in the audited financial statements.

* Not funded by current year General Fund Dues.
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~ Washington, D.C. 20005
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AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES
FOR THE YEAR ENDED DECEMBER 31, 1998

Communications 10.27%
MEDIA COMMUNICATIONS:
Commercial Equipment 5.96%
| Environmental 3.37%
Industrial Equipment 1.36%
Promotional 1.46%
Residential Equipment 8.40%
Finance & Administration Services 12.17%
General Counsel & Corporate Secretary | 5.54%
Government Relations ‘ 23.86%
Marketing Services 16.20%
Meeting Services | -0.18%
Operating & Engineering Services 4.90%
Planning & Analysis 9.51%

General & Administrative se 0.00%
H TOTAL l 102.82% * a

* Expense in excess of 100% not funded by dues.

Note: The table above was prepared by the Staff Subcommittee on Utility Association
Oversight and should be read in conjunction with the audited financial statements and
schedules contained within this report. The €xpense categories listed above relate to
audit definitions found on page II-3 herein.
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Adjusted %
Group Group Net G&A Net of
Number Name Expense Adjustment Allocation Expense Dues
4
03 Communications 1,561,612 2 (2,679) 430,782 1,989,715  1027%
13 Media Communications
Commercial Equipment 1,105,739 1.2 31,943 17,843 1,155,530 5.96%
Environmentai 625,598 12 18,072 10,098 653,768 3.37%
Industrial Equipment 252,954 12 7,307 4,083 264,344 1.36%
Promotional 270,820 1.2 7,823 4,372 283,015 1.46%
Residential Equipment 1,557,378 1.2 44,990 25,139 1,627,507 8.40%
06 Finance & Administration Services 1,797,937 3 (13,893) 574,377 2,358,420 12.17%
05 General Counsel & Corp. Secretary 938,797 3 (8,566) 143,594 1,073,825 5.54%
09 Government Relations 3,802,555 3 22,459 800,025 4,625,039 23.86%
08 Marketing Services 2,693,462 1 (107,456) 553,863 3,139,869  16.20%
04  Meeting Services (34,155) - - (34,155) -0.18%
14 Operating & Engineering Services 661,825 - 287,188 949,013 4.90%
07 Policy & Analysis 1,392,718 - 451,296 1,844,014 9.51%
01,10,11 General & Administrative Expense 3,302,665 - (3,302,665) 0 0.00%
Grand Total 19,929,905 - s$0 $ 0 $19,929,905 102.84%

Adjustments as a result of A.G A/NARUC Qversight Committee Staff agreement,

1 Allocation of Group Vice President's salaries.

2 Media Communications portion of division expenses.

3 Expenses transferred to Government Relations.

4 G&A allocated on basis of equivalent full-time employees during 1997.

-2
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AMERICAN GAS ASSOCIATION

Definitions of Functional Cost Centers
For the Year Ended December31, 1998

DESCRIPTION

Communications develops informational materials for member companies and
consumers and coordinatesall media activity.

Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media.

Commercial Equipment - explains the use of specific models of
commercial/institutional equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replace other fuels.

Industrial Equipment - explains cost-savings, energy-savings and other
benefits provided by the industrial applications of specific equipment.

Promotional - promotes the efficient use of natural gas by emphasizing the
resource efficiency, cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other
related benefits to the customer/user provided by certain models of residential
natural gas appliances such as boiler, furnaces, ranges and water heaters.

Finance & Administration develops.and implements programs in such areas as

accounting, human resources and risk management for member companies.

General Counsel & Corporate Secretary provides legal counsel to the Association.

Government Relations provides members with information on legislative and
regulatory developments; prepares testimony, comments, and filings regarding
legislative and regulatory activities; lobbies on behalf of the industry.

Marketing assists members in their efforts to encourage the most efficient utilization
of gas energy by exchanging information about marketing trends, conducting
utilization efficiency programs and exploring market opportunities.

[I-3
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Meeting Services and Membership Services provides support services for committee
meetings and conferences. In addition, coordinates services provided to members.

Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

Policy & Analysis identifies the need for and conducts energy analyses and modeling

efforts in the areas of gas supply and demand, economics and the environment.

General & Administrativeincludes:

Office of the President provides senior management guidance for all A.G.A.
activities.

Human Resources develops and administers employee programs and provides
general office and personnel services.

Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

Pipeline Research: develops, manages and evaluates pipeline research projects that
provide advances in technology.

Reserve: Extraordinary adjustments are recorded as reserve charges. Major
adjustments are identified in the audited financial statements.

* Not funded by current year General Fund Dues.

-4
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Excerpt from Florida PSC City Gas Company rate case 01152004

State of Florida

Public Service Commission

Capital Circle Office Center 2540 Shumard Ozk Boulevard
Tallahassee, Florida 32399-0850

-M-E-M-O-R-A-N-D-U-M-

DATE:DECEMBER 23, 2003

TO:DIRECTOR, DIVISION OF THE COMMISSION CLERK & ADMINISTRATIVE
SERVICES (BAYO)

FROM:DIVISION OF ECONOMIC REGULATION (BRINKLEY, BAXTER,
DRAPER, GARDNER, HEWITT, KAPROTH, KENNY, LESTER, LINGO, C. ROMIG,
SPRINGER, STALLCUP, WHEELER, WINTERS)

DIVISION OF COMPETITIVE SERVICES (MAKIN)

OFFICE OF THE GENERAL COUNSEL (JAEGER)

RE:DOCKET NO. 030569-GU - APPLICATION FOR RATE INCREASE BY CITY
GAS COMPANY OF FLORIDA.

AGENDA:01/06/04 - REGULAR AGENDA - PROPOSED AGENCY ACTION -
INTERESTED PERSONS MAY PARTICIPATE

CRITICAL DATES:5-MONTH EFFECTIVE DATE: JANUARY 15, 2004 (PAA
RATE CASE)

SPECIAL INSTRUCTIONS:NONE

FILE NAME AND LOCATION:S:\PSC\ECR\WP\City Gas 030569-GU\
Final. RCM
Final Attachments 1-5.123
Final Attachments 6A-7P.123
Final Attachment 8.xls
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ISSUE 39: Is City Gas's $(2,847) adjustment to Account 921, Office Supplies and
Expenses, for American Gas Association membership dues appropriate?

RECOMMENDATION: No. Account 921, Office Supplies and Expenses, should be
reduced by an additional $13,178 for American Gas Association membership dues related
to charitable contributions and advertising that is not informational or educational in

nature. (C. ROMIG)

STAFF ANALYSIS: On MFR Schedule G-2, Page 17 of 34, the Company included
$1,966,495 in its Account 921, Office Supplies and Expense for the 2003 interim year.
Included in this amount is $39,277 related to American Gas Association (AGA)
membership dues. This was inflated for customer growth and general inflation of 1.0232
to $40,188. On MFR G-2, Page 2 of 34, it removed $2,847 that was labeled as
"attributable to lobbying." This represents an adjustment of 7.08%.

In City Gas's last rate case, In re: Request for rate increase by City Gas Company of
Florida, Docket No. 000768-GU, Order No. PSC-01-0316-PAA-GU, issued February 5,
2001, the Company removed $4,045 for AGA dues for lobbying. The Commission
removed an additional combined amount of $4,970 for memberships, dues and
contributions. In re: Application for a rate increase by City Gas Company of Florida,
Docket No. 940276-GU, Order No. PSC-94-0957-FOF-GU, issued August 9, 1994, for
interim purposes, the Commission disallowed 40% of AGA dues. This order stated that
the percentage was based on the 1993 National Association of Regulatory Commission's
(NARUC) Audit Report on the Expenditures of the American Gas Association (Audit
Report). Order No. PSC-94-0957-FOF-GU further stated that this reduction was
consistent with adjustments made in rate cases involving other gas companies. In the final
order in Docket No. 940276-GU, Order No. PSC-94-1570-FOF-GU, issued December
19, 1994, the Commission removed 40.48% of AGA dues "which were related to
lobbying and advertising that did not meet the criteria of being informational or
educational in nature.” In re: Request for rate increase by Florida Division of Chesapeake
Utilities Corporation, Docket No. 000108-GU, Order No. PSC-00-2263-FOF-GU, issued
November 28, 2000, the Commission removed 45.10% of AGA dues.

The latest NARUC Audit Report on AGA expenditures that Staff was able to locate is
dated June, 2001, for the twelve-month period ended December 31, 1999. By a review of
the Summary of Expenses, it appears that 41.65% of 1999 AGA expenditures are for
lobbying and advertising. Staff has not been able to locate a more recent NARUC Audit
Report of the AGA expenditures. However, because approximately 40% appears to have
been consistent over a number of years, Staff believes it is not unreasonable to assume
that 40% is representative of 2003 and 2004 expenditures and recommends that 40% of
AGA dues be disallowed in this proceeding.

From information supplied by the Company, AGA dues were $39,277 in 2003,
According to recommendations in Issue 44 and 45, Account 921 should be trended on
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inflation only at 2.0% for 2004. On that basis the 2004 amount is $40,063 ($39,277x  Page30f3
1.02). Disallowing 40% would result in disallowing $16,025 for 2004. The Company's

$2,847 adjustment reduces Staff's adjustment to $13,178 (516,025 - $2,847) for 2004.

This position follows past Commission practice of placing charitable contributions and
advertising that is not informational or educational in nature below the line.

Based on the above analysis, Account 921, Office Supplies and Expenses, should be
reduced by an additional $13,178 for AGA membership dues related to charitable
contdbutions and advertising that is not informational or educational in nature.

The Company is in agreement with this adjustment.
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Southwest Gas Corporation
Docket No. G-01551A-07-0504

Attachment RCS-5

Copies of SWG's Responses to Data Requests
and Workpapers Referenced in the Direct Testimony and Schedules of

Ralph C. Smith
Data Request/
Workpaper No. [Subject Confidential | No. of Pages | Page No.
STF-7-1 Yuma Manors System Improvement Project No 2 2-3
STF-11-6 Yuma Manors System Improvement Project No 3 4-6
STF-11-2 Cash Working Capital No 1 7
STF-11-3 Cash Working Capital No 2 8-9
STF-11-10(a) |ADIT No 5 10 - 14
STF-1-96 Gain on Sale No 3 15-17
STF-9-1 Gain on Sale No 2 18-19
STF-11-15 Management Incentive Compensation No 2 20 - 21
STF-1-49 Management Incentive Compensation & SERP No 7 22 -28
STF-1-87 Precedent No 2 29 - 30
STF-10-12 Stock Based Compensation No 2 31-32
SFAS No. 123 (Revised 2004) Share-Based
SFAS 123R Payment No 17 33 -49
STH-9-18 TRIMP No 10 50 - 59
STF-1-53 Corrections No 12 60 - 71
STF-10-1 El Paso No 2 72-73
STF-1-25 Customer Advances No 7 74 - 80
STF-1-9 Customer Deposits No 7 81-87
Management Incentive Compensation & Stock
STF-9-10 Based Compensation No 3 88 - 90
STF-1-78 Management Incentive Compensation No 9 91 -99
RUCO-1-10 Management Incentive Compensation No 2 100 - 101
STF-6-41 Stock Based Compensation No 2 102 - 103
RUCO-1-20 |SERP No 1 104
STF-9-8 SERP No 2 105 - 106
STF-10-6 SERP No 5 107 - 111
STF-6-52 AGA Dues’ No 2 112-113
STF-6-50(b) |AGA Dues No 2 114 - 115
STF-10-2 TRIMP No 12 116 - 127
STF-9-14 Injuries & Damages No 11 128 - 138
STF-10-11 Injuries & Damages No 3 139 - 141
STF-6-60 Injuries & Damages No 4 142 - 145
STF-6-61 Injuries & Damages (Supplemental) No 5 146 - 150
STF-10-26 Leased Aircraft No 2 151 - 152
STF-11-4 Amortizations No 3 1563 - 155
Total Pages Including this Page 155




Docket No. G-01551A-07-0504
Attachment RCS-5
Page 2 of 155

259-001
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-7
(ACC-STF-7-1 THROUGH ACC-STF-7-7)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: JANUARY 10, 2008

Reguest No. ACC-STF-7-1:

Please provide all costs associated with the replacement 6f the Yuma Manors
System Improvement Project. The system boundaries are: west: Arizona Avenue;
east: Engler Avenue; north: Morrison Avenue; and south: 26th place.

(a)
(b)

Please show such costs by account.

Please also show such costs, by account, segregated into each of the
following time periods: :

(1) costs incurred prior to the test year,

(2) costs incurred during the test year, and

(3) costs incurred after the end of the test year.
Respondent: Property Accounting

Response:

The following are the costs associated with the replacement of the Yuma Manors
System Improvement Project.

FERC account 376

Installation costs incurred prior to test year $0
Installation costs incurred during the test year $737,377
Installation costs incurred after the test year $19,508
Removal costs incurred prior to test year ~$0
Removal costs incurred during the test year $4,137
Removal costs incurred after the test year $0
Original cost retired $151,539
Depreciation rate 3.82%

(Continued on Page 2)
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259-001
Page 2

Response to ACC-STF-7-1: (continued)

FERC account 380

Installation costs incurred prior to test year $0
Installation costs incurred during the test year $494,385
Installation costs incurred after the test year -~ $0
Removal costs incurred prior to test year $0
Removal costs incurred during the test year $8,331
Removal costs incurred after the test year $0
Original cost retired $27,462
Depreciation rate 5.30%

All of the retirements, both main and service, were 1950s vintage.
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298-006
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: MARCH 3, 2008

Request No. ACC-STF-11-6:

Yuma Manors pipe replacement. Refer to the response to ACC-STF-7-1. (a)
Please confirm each of the following amounts accurately represent the costs
recorded to Plant in Service and Accumulated Depreciation through the end of the
test year for this project:

Account 376 Account 380

Line Mains Services Total
No. Desaiption Amount Amount Amount
A) ®) <)

L. Costs Recorded by Company Though End of Test Year
Costs Affecting Test Year Plant in Service (Cr.) Dr.
1 Costs incurred prior to and during the test year

L]

737,377 494,385 $ 1,231,762

@l oo

2 Original cost retired $  (151,539) (27462) $ (179,001)

3 Impact on test year Plant in Service $ 585,838 466,923 $ 1,052,761
Costs Affecting Accumulated Depreciation (Cr.) Dr.

4  Removal costs incurred prior to and during the test year $ 4,137 $ 8331 $ 12,468

5  Original cost retired $ 151,539 $ 27462 $ 179,001

6 Impact on Accumulated Depreciation $ 155,676 $ 35,793 $ 191,469

7 Impact on Net Plant $ 741,514 $ 502,716 $ 1,244,230

If any of the above, is not accurate, please provide accurate information showing
the amounts affecting end-of-test-year Plant in Service and Accumulated
Depreciation related to this project.

(b) Please identify the monthly amounts of Depreciation Expense recorded by
Southwest Gas during the test year on the Mains and Services related to the Yuma
Manors System improvement Project.

(c) Please identify the annualized Depreciation Expense that Southwest included in
its filing related to the Mains and Services related to the Yuma Manors System
Improvement Project. include supporting calculations.

(Continued on Page 2)
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298-006
Page 2

Response to ACC-STF-11-6: (continued)

(d) Please identify the pro forma Property Tax Expense that Southwest included in
its filing related to the Mains and Services related to the Yuma Manors System
Improvement Project. Include supporting caiculations.

Respondent: Revenue Requirements

Response:

a) Attached is the original cost of the plant first placed into service from 1954 to
1958 and the accumulated depreciation recorded over the last 50 years. In
addition, attached is the net plant included in rate base related to the capital
expenditure required to replace the 50 year old plant.

b) For mains, $1,099 of depreciation expense was recorded in April 2007. For
services, $31 was recorded in February 2007, $377 was recorded in March 2007
and $798 was recorded in April 2007.

c) & d) For the information requested in parts (c) and (d) above, p'Iease see the
attached spreadsheet.
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Sheet 1 of 1
SOUTHWEST GAS CORPORATION |
ARIZONA
RESPONSE TO STAFF DATA REQUEST STF-11-6 (A), (C), AND (D)
ORIGINAL COST OF PLANT INSTALL BETWEEN 1954 AND 1957
AND THE COST TO REPLACE IN 2007

Account
Description Number Mains Services Total

Original Cost Of Plant Installed 1954-1958
Gas Plant In-Service 101 $ 151538 § 27462 $ 179,001
Less: Gas Plant Retired (151,539) (27,462) (179,001)
Gas Plant In-Service After Retirement 101 $ 0% 0% o
Accumulated Depreciation 108

Recorded at April 2007 $ 271280 $ 57198 $ 328478
Less: Gas Plant Retired (151,539) (27,462) (179,001)
Add: Removal Cost (4,137) {8,331) (12,468)
Accumulated Depreciation After Retirement 108 $ 115604 $ 21405 $ 137,009
Net Plant in Service at April 2007 $ (115,604) $ (21,405) % (137,009)
Plant Replacing the 1954-1957 Original Plant
Gas Plant In-Service 101 $ 737377 $ 494,385 $ 1,231,762
Less: Accumulated Depreciation 108 1,099 1,206 2,305
Net $ 736278 $ 493,179 $ 1,229,457
Net Plant In Rate Base $ 620674 $ 471,774 $ 1,092,448
Property Tax Calculation ltem D

Net Plant $ 1,092,448

Assessment Ratio 0.23
Assessed Value $ 251,263
Assessment Rate 11.52%
Property Tax Calculation $ 28,946
Depreciation Expense ltem C

Mains $ 737,377 3.82% $ 28,168

Services 494,385 5.30% 26,202
Total $ 1,231,762 $ 54,370

Response to STF-11-8 A,Cand D
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298-002
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
~ (ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: MARCH 3, 2008

Request No. ACC-STF-11-2:

Cash working capital - revenue based taxes. (a) Did Southwest Gas reflect the lag
related to the payment of revenue-based taxes in its lead-lag study? If not, explain
fully why not. If so, please show exactly where and how the lag for revenue based
taxes is reflected. (b) For each type of revenue based taxes and assessments that
Southwest collects from ratepayers, please identify when the payment becomes
due. For each type of revenue based taxes and assessments that Southwest
collects from ratepayers, please relate the payment date (1) to the date the bill is
issued to the customer, and, separately, (2) to the date Southwest collects the
billed revenue from the customer. (c) Please provide the supporting documents
that specify when the each type of revenue based taxes and assessments that
Southwest collects from ratepayers must be remitted by Southwest to the taxing or
assessing authority.

Respondent: Revenue Requirements

Response:

Southwest Gas does not calculate the revenue-based taxes in its lead-lag study.
Raw data related to revenue-based taxes was provided in response to STF-11-3.

Almost all of the revenue-based taxes are paid on a monthly basis and the
payment date of these taxes is essentially the same date as the revenue is
received making any lag time for taxes de minimus.
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298-003
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
* % %
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: MARCH 3, 2008

Request No. ACC-STF-11-3:

Cash working capital - revenue based taxes. (1) Please provide the following
information for each period, (i) 2006, (i) 2007 and (jii) the 12 months ending April
30, 2007: (a) state sales tax billed, (b) city sales tax billed, (c) county sales tax
billed, (d) sales tax unbilled, (e) franchise taxes, (f) ACC assessment, (g) any other
revenue-based taxes/assessments (identify, quantify and explain).

(2) Please provide the following information for each period, (i) 2006, (ii) 2007 and
(iii) the 12 months ending April 30, 2007: (a) the revenues subject to state sales
tax billed, (b) the revenues subject to city sales tax billed, (c) the revenues subject
to county sales tax bilied, (d) the revenues subject to sales tax unbilled, (e) the
revenues subject to franchise taxes, (f) the revenues subject to ACC assessment,
(g) the revenues subject to any other revenue-based taxes/assessments (identify,
quantify and explain). :

(3) Please provide the following information for each period, (i) 2006, (ii) 2007 and
(iii) the 12 months ending April 30, 2007: (a) the payment lag related to state
sales tax billed, (b) the payment lag related to city sales tax billed, (c) the
payment lag related to  county sales tax billed, (d) the payment lag related to
sales tax unbilled, (e) the payment lag related to franchise taxes, (f) the payment
lag related to ACC assessment, (g) the payment lag related to  any other
revenue-based taxes/assessments (identify, quantify and explain).

(4) Please identify, quantify and explain all Southwest pro forma adjustments to
revenue for the test year ending April 30, 2007 that would impact the amount of
revenue-based taxes and assessments. For each revenue adjustment, please
identify, quantify and explain each type of revenue-based tax and assessment that
would be impacted by the adjustment to such revenue.

Respondent: Revenue Requirements

(Continued on Page 2)
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298-003
Page 2

Response to ACC-STF-11-3: (continued)

Response:
(1) - (3) Southwest Gas has not performed any study related to revenue based

taxes. Raw data has been supplied ori"'CD's for the information requested.

(4) The proforma annualization and weather nommalization volume and bill
adjustments are shown in Workpapers Schedule H-2, Sheet 42. The resulting
revenue adjustment of ($597,154,892), including gas cost, is calculated on
Schedule C-2, Adjustment 1, Sheet 1 of 1.
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SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504

* % %

|
1
298-010
|
|
|

ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: MARCH 3, 2008

Request No. ACC-STF-11-10:

Accumulated Deferred Income Taxes. (a) Please identify, quantify and explain the
two items that comprise the ADIT balance in Account 190 used to derive the rate
base amount (=-25000000+-11820369) totaling $36,820,369 before application of
the 4-factor allocator. (b) Please provide the information requested in STF-1-25 as
of 12/31/05 and 12/31/06 including: For each item, identify the book/tax-timing
difference that causes the ADIT, explain when that temporary timing difference first
arose, identify the amount of the timing difference as of each date, and describe in
detail whether and how that particular timing difference relates to an item of utility
rate base, utility revenue and/or utility expense, and how the related item has been
reflected in the Company's filing for ratemaking purposes. (c) For each item of
ADIT as of 4/30/07, please provide a detailed itemization of the ADIT item. Also,
for each item, please identify the book/tax-timing difference that causes the ADIT,
explain when that temporary timing difference first arose, identify the amount of the
timing difference as of each date, and describe in detail whether and how that
particular timing difference relates to an item of utility rate base, utility revenue
and/or utility expense, and how the related item has been reflected in the
Company's filing for ratemaking purposes. (d) For each line item listed in the
Deferred Taxes Column of the table below with a dollar amount other than zero,
please state whether the item has been reflected in rate base by Southwest Gas,
and if not, explain fully why not. (e) For each item in the Arizona column of the
table below, by account, please state whether the item has been reflected in rate
base by Southwest Gas, and if not, explain fully why not.

(Continued on Page 2)
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\ .
| Response to ACC-STF-11-10: (continued)
Line Account Accournt Deferred As
No. Description Number Taxes Adjusted Arizona
| @ ®) ® (@ (h
{ 1 Other Special Funds - Cash Surrender Vaive 1280-1160 0s (1) s 0
| Working Funds
| 2 Working Funds - 1350-0001 0s 489115 $ 277,328
3 Petty Cash 1350-1015 0 68,216 38,679
4 Employee Expense Advances 4350-1072 0 95,226 53,993
5 Totat 0 $ 652558 $ 370,000
Prepayments
12 Postage 1650-0001 (290,138) $ 443847 $ 251,681
13 Insurance Other 1650-112¢ 0 4,162,456 2,380,112
14 Arizona License and Franchise Taxes 1650-112¢9 0 [ 0
15 Office Supplies-General 1650-1130 0 6,196 3,513
186 Plane Lease-Cheyenne 1650-1145 0 25,336 14,365
17 Commercial Paper F acility 41850-1353 0 0 0
18 Total (290,138 $ 4,637834 $ 2629652
Miscelianeous Curert Assets
18 Employee Homes 1740-1150 0$ 676,550 $ 383,604
25 Total 0 $ 676,550 $ 383,604
Other Requlatory Assets
3 Trans. Integ. MGMT Program - Arizona 1823-1904 4] 5,099 5,008
4 Defemred Service investigation - Arizona 1823-1928 (332,379) 508,465 508,465
5 Anzona Rate Case 2005 1823-1931 (5,859) 8,962 8,962
[ Arnizona Rate Case 2000 1823-1936 (19,574) 29,845 25,945
8 Incremental Life/Care Programs 1823-1943 [¢] 372,961 372,961
9 Low Income Program Arizona 1823-1945 (602,620) 921,874 921 874
22 Total (960,432) $ 1,847,305 § 1,847,305
e
5 Arizona 2282-0001 (693,923) 1,081,547 1,061,547
6 System Allocable 2282-0001 (278,225) 425621 241,327
7 Total (972,148) § 1,487,168 $§ 1,302,874
Miscell ment& r
8 Miscelaneous Current & Accrued Liab 2420-0001 0s (4,580) $ (2,597)
9 Prepaid Pension Asset 2420-1140 (4,164 ,420) 15,344,927 8,700,573
14 Accrued Incentive Pay 2420-1371 0 3,007,876 1,705,466
16 Accrued PBOP Costs 2420-1380 (168,613) 321,678 182,391
17 Accrued Health & Dental 2420-1383 (1,305,021) 2,322,902 1,317,085
18 Accrued SERP 2420-1387 (7.245,743) 11,084,358 6,284 832
18 Accrued Lease Rental-Headquarters 2420-1382 0 391,026 221,712
21 Total (12,883,796) $ 324681687 $ _ 18409462
i
2 Deferred Comp-Officers 2530-1151 (4,853,239) 7,424,366 4 209,616
3 Deferred Comp-Directors 2530-1152 (1.641,287) 2,510,801 1,423,624
4 Deferred Comp-inactive Officers ™~ 2530-1155" - (3,368,822) --5,153,542 2,922,058
5 Deferred Comp-nactive Directors 2530-1156 (745,262) 1,140,083 646,427
11 CIAC Gross up-Arizona 2540-1472 7,803 27,542 27,542
13 Total (10600,808) $ _ 16256334 § 9229 267
Respondent: Tax/Revenue Requirements
Response: SUPPLEMENTAL ATTACHMENT — MARCH 21, 2008
(a) The balance in Account 190, of $36,820,369, represents the total alternative
minimum tax credit (AMTC) for Southwest Gas Corporation. A copy of Form
(Continued on Page 3)
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298-010
Page 3

Response to ACC-STF-11-10: (continued)

8827 (Credit for Prior Year Minimum Tax Corporations), filed with the 2006 tax
return, is attached. Account 190 is divided into two sub-accounts. Sub-account
19002110 ($25,000,000) is the current portion of the AMTC and represents the
estimated amount of the AMTC that is expected to be utilized during the next
twelve months. Sub-account 19002115 ($11,820,369) is the non-current
portion of the AMTC and represents the amount that is expected to be utilized
sometime after the following twelve months.

The AMTC is the excess of alternative minimum tax over regular tax paid by
the company in all prior years. The AMTC does not expire and is available to
reduce the regular tax to the extent the regular tax exceeds alternative
minimum tax in all future years, until the AMTC is fully utilized.

(b) Please refer to the attached schedules for explanations and amounts.
(c) Please refer to the attached schedule for explanations and amounts.

(d) Please refer to the Company's response to STF-11-1 for the twelve month
average balances ended April 2007. The debits and credits on the attachment
to the Company's response to STF-11-1 to the extent there are deferred taxes
they are not reflected in rate base in this proceeding, with one exception;
Account 2540-2109 is included in the deferred taxes used as a rate deduction
in the Company's application.

(e) Please refer to the Company's response to STF-11-1.
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Phos\18 RE1P8is.1257

2006

Credit for Prior Year Minimum Tax - Corporations

Mapartment of the Treasury » Attach to the corporation’s tax return.
.mal Revenue Sarvice
. came Employer identfication number
SOUTHWEST GAS CORPORATION AND SUBSIDIARIES 88-0085720
4 Alternative minimum tax (AMT) for 2005. Enter the amount from line 14 of the 2005 Form 4626 1 667,179.

36,153,190.

2 Minimum tax credit carryforward from 2005. Enter the amount from fine 9 of the 2005 Form 8827 2
3 Enter the total of any 2005 unallowed nonconventional source fuel credit and 2005 unallowed
qualified electric vehicle credit (see nStructions) L. ... n et 3
4 Addlines 1,2,and3 | . ... ee s e et sttt e e 4 36,820,369.
§ Enter the corporation’s 2006 regular income fax liability minus allowable tax credits (see :
e PR RAT TR s | 20.,720.0f7.

6 Is the corporation a »smali corporation” exempt from the AMT for 2006 (see instructions)?
e Yes. Enter 25% of the excess of line 5 over $25,000. If line 5 is $25,000 or less, enter -0-
» No.Complete Form 4626 for 2006 and enter the tentative minimum tax from inet2 ..... 6
7 Subtract line 6 from line 5. If zero or fess,enter-0- . . . ... .. e e e 7
8 Minimum tax credit. Enter the smaller of line 4 or line 7 here and on Form 1120, Schedule J,
line 5d or the appropriate line of the corporation's income tax return. If the corporation had a

30,382,192.

post-1986 ownership change or has pre-acquisiﬁon excess credits, see instructions . . . .. ... 8
¢ Minimum tax credit carryforward to 2007. Subtract line 8 from line 4. Keep a record of this
amount {o carry forward and use infutwe years . .. ... ... c ezttt 9 36,820,369.
Instructions filing Form 1120, subtract any credits on If either fimit applies, attach a

computation of the minimum tax credit
allowed. Enter that amount on line 8.
Write "Sec. 383" or "Sec. 384" on the
dotted line to the left of the line 8 entry
space.

Schedule J, lines 5a through 5d, from
the amount on Schedule J, line 2).

Line 6

See the 2006 Instructions for Form 4626

to find out if the corporation is treated

as a "small corporation” exempt from

the AMT for 2006. If the corporation is a

Ashr/‘n_?llscec;rgc;rcat};nsgzgaxrg%fer%?;me the United States. You are required to
o b : give us the information. We need it to

completing fine 6 for special rules that S eure that you are complying with

Section references are 10 the Intemnal
Revenue Code unless otherwise noted. _
Year references are to the corporation's
tax year beginning during that year.

. Jrpose of Form

Corporations use Form 8827 to figure
the minimum tax credit, if any, for
incurred in prior tax years and to figure
any minimum tax credit carryforward.

Paperwork Reduction Act Notice. We
ask for the information on this form to
carry out the interna!l Revenue laws of

o Shoul File apply to controlied corporate groups, :

Who S d Fil . regulated investment companies, and theils e tla'\:fs a_ng to allow us to figure and
Form 8827 should be filed by real estate investment trusts. collect the right amount of tax.
corporations that had: You are not required to provide the

e An AMT liability in 2005, information requested on a form that is

Line 8

e A minimum tax credit carryforward
from 2005 to 2006, or

e A nonconventional source fuel credit
or qualified electric vehicle credit not
aliowed for 2005 (see the instructions for
line 3).

Line 3

Enter the total of any nonconventional
source fuel credit and qualified electric
vehicle credit not allowed for 2005 solely
pecause of the tentative minimum tax
limitations under sections 29(b)(6)(B) and
30(b)X3XB).

Line 5

Enter the corporation's 2006 regular

income tax liability (as defined in section

26(b)) minus any credits allowed under

Chapter 1, Subchapter A Partlv,

=ubparts B, D, E, and F of the Internal
avenue Code (for example, if you are

If the corporation had a post-1986
ownership change {as defined in section
382(g)), there may be a limiton the
amount of pre-change minimum tax
credits that can be applied against the
corporation's tax for any tax year ending
after the ownership change. See section
383 and the related regulations. To
figure the amount of the pre-change
credit, the corporation must allocate the
credit for the change year between the
pre-change period and the post-change
period. The corporation must use the
same method of allocation (ratable
allocation or closing-of-the-books) for
purposes of sections 382 and 383. See
Regulations section 1.382-6 for detalls.

Also, there may be a limit on the use
of pre-acquisition excess credits of one
corporation to offset the tax attributable
to recognized built-in gains of another
corporation. See section 384 for details.

subject to the Paperwork Reduction Act
unless the form displays a valid OMB
control number. Books or records
relating to aform-orits instructions-must
be retained as long as their contents
may become material in the
administration of any Internal Revenue
law. Generally, tax returns and return
information are confidential, as required
by section 6103.

The time needed to complete and file
this form will vary depending on
individual circumstances. The estimated
average time is 1 hour.

if you have comments concerning the
accuracy of this time estimate or
suggestions for making this form
simpler, we would be happy to hear from
you. See the instructions for the tax
return with which this form is filed.

JSA
6C4030 2.000

Form 8827 (2006)
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‘ 241-096
‘ SOUTHWEST GAS CORPORATION

‘ - 2007 GENERAL RATE CASE

1 v DOCKET NO. G-01551A-07-0504

1 ARIZONA CORPORATION COMMISSION

; DATA REQUEST NO. ACC-STF-1

; (ACC-STF-1-1 THROUGH ACC-STF-1.99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Reguest No. STF-1-96:

Sales of Property. For the test year, for 2007 to date, and the three years
preceding the test year, has the-Company sold any property which had formerly
been included in Plant Held for Future Use or devoted to utility service? If so, for
each sale, describe the property sold; state whether, when, and in what manner it
had been included in rate base; show the details of how the gain or loss was
calculated; indicate when the sale occurred; explain how and whether the
Company is amortizing such gain or loss; .and show how such amortization was
computed.

Respondent: Property Accounting

Response:

During the normal course of business, the Company will retire assets which had
been included in gas plant in service and which are sold. The proceeds from these
assets, primarily vehicles and power operated equipment, are credited against
Account 108 and no gain or loss is calculated.

in November 2003, the Commission authorized Southwest to acquire the gas
distribution properties of Black Mountain Gas (BMG). In September 2007, the
Company sold land and structures in Cave Creek, Arizona, which had been
included in gas plant in service. The property acquired in the BMG acquisition had
a net book value of $1,025,676 at the time of the sale. The land had a net book
value of $502,044 and the structure had a net book value of $5623,632. The net
proceeds of the 2007 sale were $1,433,107, resulting in a gain of $418,196. This
gain was recorded in Account 2530, "Other Deferred Credits". Attached is a
schedule showing the calculation of the gain. Historically, the Commission has

(Continued on Page 2)
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Response to STF-1-96: (continued)

amortized, over a multiple-year period, the gain or loss on Southwest's disposition
of property previously included in rate base, 50 percent above-the-line to
ratepayers and 50 percent below-the-line to shareholders.
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Arizona Corporation Commission
Docket No. G-01551A-07-0504
Southwest Gas Corporation Staff Data Request
Land and Structures STF 1.96
Cave Creek, Arizona
Rate
1.84% 0.001533
Vintage Accumulated
Year Asset ID Amount Months Reserve Net Book Value
Land
Jun-04 - -----98004436 - -~ 502;044.00
Acquired Assets in Service 502,044.00
Structures
Jun-86 86000074 3,787.67
Jun-89 89000089 9,281.53
Jun-80 90000082 2,680.02
Jun-93 93004494 4,583.86
Jun-94 94006092 190,570.49
Jun-95 95005662 1,992.16
Jun-96 96004279 1,050.50
Jun-87 87004442 -~ T 7 1972.84
Jun-00 00015484 415,798.00
Jun-01 01010085 3,510.00
Jun-02 02004665 6,240.00
Acquired Assets in Service 641,467.07 46 45,234.97
Structures
Retired November 2005
Jun-87 87000106 780.30
Jun-88 88000106 775.00
Jun-99 99004441 7275
Jun-03 03012962 851.00
Acquired Assets Retired 2,479.05 24 91.21
Structures .
Purchased Assets Since Acquisition
Apr-04 04001032 21,023.22 41 1,321.37
Apr-07 07001100 24,044.08 5 184.30
Sep-07 " 07002306 T T 15,044.00 - 0~ 0.00
Acquired Assets Accumulated Reserve at Acquisition . ... .. ... 120,314.30
Adjust Reserve for Retirement of Acquired Assets (2,479.05)
Total Land and Structures $ 1,179,578.29 $ 164,667.10 $ 1,014,911.19
Gain on Sale Calculation
Net Proceeds $ 1,433,106.96
Net Book Value 1,014,911.18
Gain on Sale $ 418,195.77
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294-001
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-9
(ACC-STF-9-1 THROUGH ACC-STF-9-21)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 28, 2008

Request No. ACC-STF-9-1:

Sale of property in Cave Creek, Arizona. Please refer to the response to data
request STF-1-96. (A) Did Southwest reflect the historical ratemaking treatment of
the gain in its filing? If not, explain fully why not. If so, please show exactly where
Southwest reflected the gain sharing, and in what amount over what period. (B)
Does Southwest agree that the following adjustment would be reasonable to reflect
sharing of this gain?

1. Gain on Sale of Property in Cave Creek, AZ

which had been included in gas plant in service $ 418,196
Ratepayer sharing percent 50.0%
Ratepayer sharing amount of gain $ 209, 098
Normalization period, in years 3

4, Adjustment to pre-tax NOI for gain sharing $ (69,700)

If not, explain fully why not, and show in detail what adjustment Southwest would
propose for sharing of this gain.

Respondent: Revenue Requirements

Response:

The accounting for the Cave Creek transaction was recorded in the Company's
books in September 2007, four months after the end of the April 2007 test year.
The current rate case was filed with the Commission on August 31, 2007.

(Continued on Page 2)
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Response to ACC-STF-9-1: (continued)

Although the sale took place after the test year, the transaction represents the
removal of assets that were included in the test year. Consistent with other
Company adjustments, such as wage increases effective after April 2007,
applicable to employee salary levels at April 2007, it is reasonable to address the
Cave Creek facilities recorded on the Company's books at the end of the test year.
It has been the Company's experience, in Arizona, to recover the fifty percent of
the gains/losses on the disposition of assets and pass on to the ratepayer the
remaining fifty percent. The calculation included as part of the data request
appears to be computed correctly and the fifty percent allocation is consistent with
prior Commission decisions on gains/losses.
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298-015
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION

DATE OF REQUEST: MARCH 3, 2008

Request No. ACC-STF-11-15:

Payroll taxes. (a) Please identify all payroll tax expense in the test year relating to
Management Incentive Program expense. (b) Please identify all payroll tax
expense in the test year relating to stock-based compensation expense. (c)
Please identify all payroll tax expense in the test year relating to expensed
overtime pay. (d) If exact amounts for a, b, and c are not available, provide the
Company's best estimates and show in detail how such estimates were derived. (e)
Please provide complete supporting calculations and workpapers for parts a
through d.

Respondent: Revenue Requirements

Response:

Southwest's annualized labor (as shown in WP Schedule C-2, Adj. No. 3) does not
include Management Incentive Program compensation or stock-based
compensation. Therefore, the cost of service does not include annualized payroll
taxes related to these two items of compensation.

Southwest's best estimate of the payroll taxes for overtime is on the attached
worksheet. Southwest assumes that all overtime is subject to FICA and Medicare
taxes, but there is no additional FUI and SUI expense since the tax base factors of
$7,000 (Arizona and Federal) or $24,600 (Nevada) are hit by the regular time pay
of all employees. The System Allocable amount is shown net of MMF and 4-Factor
to Arizona.
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241-049
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Regquest No. STF-1-49:

Employee Benefits.

a List and describe all retirement and incentive programs available to
Company officers and employees and to affiliate officers and employees
whose cost is charged to SWG.

b Specifically identify the cost of any SERP or similar programs directly
charged or allocated.

¢ State the cost by program, of each retirement program directly charged or
allocated.

d Provide the incentive compensation program financial performance goals
for 2005, 2006 and 2007.

e For each incentive compensation program goal, for each year, show the
actual results and how it compared with the target.

f Provide the incentive compensation program in effect in each year, 2005,
2006 and 2007.

g Show in detail how any special recognition awards recorded in the test
year were determined.

Respondent: Human Resources

Response:

a List and describe all retirement and incentive programs available to
Company officers and employees and to affiliate officers and employees
whose cost is charged to SWG.

(Continued on Page 2)
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Response to STF-1-49: (continued)

Basic Retirement Plan

All employees, including executives, participate in the Company's non-contributory,
defined benefit retirement plan (BRP). Benefits are based on an employee's years
of service, up to a maximum of 52.5% of the 12-month average of the employee's
highest five consecutive years' salaries, excluding bonuses, within the final 10
years of service. The maximum benefit is reached after 30 years of service, the
employee must be at least 55 years old to participate in the plan, and some
reductions may apply depending on the age and years of service at the time of
retirement. In order for contributions to the BRP to be deductible for federal
income taxes, for 2007, the maximum annual compensation that can be
considered in determining benefits under the basic plan is $225,000. For future
years, the maximum annual compensation will be adjusted to reflect changes in the
cost of living as established by the Internal Revenue Service.

Supplemental Employee Retirement Plan (SERP)

Executives also participate in the Company's supplemental retirement plan.
Benefits from the plan, when added to the benefits received under the BRP, will
equal 60% of annual compensation for senior executives and 50% of annual
compensation for all others. Annual compensation is defined as the 12-month
average of the highest 36 months of salary. Those who were officers prior to 1991,
may retire once they reach age 55 with a minimum of 10 years of service, however,
some reductions may apply. All other officers must be at least 55 with 20 or more
years of service to receive retirement benefits, and some reductions may apply,
depending on the age and years of service at the retirement date.

The SERP is an unqualified plan and, as such, payments are not guaranteed (i.e.,
participants are general creditors of the corporation). SERP benefits are common

in the utility industry.

Executive Deferral Pian

Under the Executive Deferral Plan (EDP), executives at the vice president level
and above (officers) may defer up to 100% of their annual compensation and 100%
of their cash incentive awards. As a part of this plan, the Company provides
matching contributions that parallel the contributions made under the Company's
401(k) plan, which is available to all employees, equal to one-half the deferred
amount up to 6% of their annual salary. Officers do not receive a Company match
under the 401(k) plan. Pre-selected payouts begin six months after the retirement

date.

(Continued on Page 3)
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Response to STF-1-49: (continued)

The EDP is an unqualified plan and, as such, participant balances are not
guaranteed. Various types of deferred compensation plans are common in the
utility industry.

Management incentive Plan

The Management Incentive Plan (MIP) provides variable compensation to
executives for the achievement of specific goals and benchmarks important to both
the short-term and long-term success of the Company. The MIP award is at risk
each year based on performance relative to five measures. The five performance
measures used to determine the total award under the MIP are as follows:

Three absolute measures include:
- 3-year weighted return on equity
- Customer to employee ratio
- Customer satisfaction survey result

Two relative measures:
- Current return on equity versus peers
- Customer-to-employee ratio versus peers

Each measurement has a threshold, a target and a maximum, and, at target,
contributes 20 percent toward the total award for the year. An award under a
specific criteria may be given within a range from 70 percent, at threshold, fo 140
percent, at maximum. Performance below the threshold results in no award under
a specific criteria. There is no incremental value for performance over the
maximum for any of the five criteria. In summary, an award can range from O
percent to 140 percent of the stated MIP opportunity. In any year where the
corporate dividend is reduced, there is no MIP award given.

40 percent of the total award earned under the MIP is paid in cash immediately
following the financial close of the most recent calendar year. The remaining 60
percent is awarded through the issuance of performance shares, which are issued
to the executives and key management employees three years in the future. The
longer-term performance shares act as a retention tool while aligning the interests
of executives/key management employees, shareholders, and customers.

The MIP award opportunity is measured as a percentage of base salary and varies
by title, as follows:

(Continued on Page 4)
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Response to STF-1-49: (continued)

-CEO 115%
- President 100%
- Executive VP 90%
- Senior VP 75%
-VP 50%
- Director/Senior Manager 30%

(non-officers)

Equity Compensation
The Stock Incentive Plan (SIP), in place since 1996, made its final option award
distribution in July 2006. In May 2007, the SIP was replaced by the Restricted
Stock/Unit Plan (RSP).

The RSP is available to officers and other key management employees. The RSP
award opportunity is measured as a percentage of base salary and varies by title,

as follows:

Position % of Year-End Base Salaries Award Range (%)

CEO 45 22.5t067.5

President 30 15.0t045.0
Executive VP 25 12510 37.5
" Senior VP 20 10.0t0 30.0

VP 15 7510225

Other Patrticipants 10 5.0t0 15.0

As a measurement of long-term sustained performance, the average MIP award
over the three-year period ending before the award date will be the criteria that wil
be used in calculating awards for officers and key management employees under
the RSP. Awards granted pursuant to the RSP will range from 50 to 150 percent of
the target for each participant. The minimum three-year average MIP payout
percentage required to receive an award under the RSP will be 90 percent. The
dollar amount of an award received under the RSP will be converted to restricted
share units using the market price on the date such awards are approved by the
Board of Directors. The awards will vest over a three-year period with 40 percent
for the first year and 30 percent for the second and third years.

Officers also participate in all of the general employee benefit programs, including:
health care, life insurance, disability insurance, vacation, and other optional
programs.

(Continued on Page 5)
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Response to STF-1-49: (continued)

Employees Investment Plan/401(k) - The Southwest Gas Corporation
Employees' Investment Plan (EIP) is a qualified defined contribution plan that
provides a retirement savings mechanism by allowing tax-deferred contributions
and the tax-deferred growth of earnings. As a part_of the plan, the Company
provides matching contributions equal to one-hailf the deferred amount up to 6% of
the contributing employee's annual salary. Employees control how savings are
invested by investing in any of the investment options the EIP offers. Officers of
Southwest Gas may invest in the EIP, but they are not eligible to receive a
Company match in the EIP.

Special Incentive Program - The program has been provided in each of the last
several years to reward and recognize exempt employees who make outstanding
contributions to the Company. The program is designed for exempt (salaried)
employees only who do not qualify for the Management Incentive Plan (MIP).

Awards are limited to 15% of the eligible population. To qualify, an employee has
to be recommended, in writing, by an officer. The recommendation must be based
on a significant work contribution during the prior year. (Length of service or
working long hours are not considered.) All nominations are then reviewed by the
appropriate senior officer and the CEO for final approval. Awards range from $500
to $2,500.

This program provides management with a tool with which to recognize people
who go over and above what is required in their daily job assignments and provide
value to the Company and its customers.

b Specifically identify the cost of any SERP or similar programs directly
charged or allocated.

The cost of SERP is on WP Schedule C-2, Adj. No. 3, Sheet 8, Line 11.
Column B has the total cost to Southwest, Columns C and D have the cost
directly attributable to Arizona, and Column F has the System Allocable
amount, which is allocated to Arizona with the 4-Factor.

c State the cost by program, of each retirement program directly charged
or allocated.

The cost of the BRP is on WP Schedule C-2, Adj. No. 3, Sheet 8, Line 1, the
cost for Deferred Compensation (referred to above as EDP) is on Line 12, and

the

(Continued on Page 6)
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Response to STF-1-49: (continued)

cost of the 401(k) plan (or Employee Investment Plan) is on Line 2. Column B
has the total cost to Southwest, Columns C and D have the cost directly
attributable to Arizona, and Column F has the System Allocable amount, which
is allocated to Arizona with the 4-Factor.

d Provide the incentive compensation program financial performance
goals for 2005, 2006 and 2007.

Please see the attached spreadsheet.

e For each incentive compensation program goal, for each year, show the
actual results and how it compared with the target.

Please see the attached spreadsheet.

Provide the incentive compensation program in effect in each year, 2005,
2006 and 2007.

Copies of the Management Incentive Plan booklet are attached.

-

g Show in detail how any special recognition awards recorded in the test
year were determined.

Please see the paragraph on Special Incentive Program in item a. above.
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241-087
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Request No. STF-1-87:

Precedent. Are there any aspects of the Company's accounting adjustments and
revenue requirement claim which represents a conscious deviation from the
principles and policies established in prior Commission Orders? If so, identify each
area of deviation, and for each deviation explain the Company's perception of the
principle established in the prior Commission orders, how the Company's proposed
treatment in this rate case deviates from the principles established in the prior
Commission orders, and the dollar impact resulting from such deviation. Show
which accounts are affected and the dollar impact on each account for each such
deviation.

Respondent: Revenue Requirements

Response:

Southwest is requesting full cost recovery of its Management Incentive Program
and Supplemental Executive Retirement Plan. Please see the testimony of Ms.
Laura Hobbs.

Southwest is requesting to recover the test year costs of its Transmission Integrity
Management Program (TRIMP) in base rates, and eliminate the TRIMP surcharge.
This appears to be consistent with the recent Commission decision in the
Unisource (UNS) Gas general rate case. For a discussion of this change, please
see the testimony of Mr. Robert Mashas.

Southwest is requesting full recovery of its Sarbanes-Oxley (SOX) compliance
costs. Since the Commission has not disallowed ("shared”) SOX costs in the more
recent UNS and Arizona Public Service Company general rate cases, Southwest
did not present testimony on this change since Southwest's treatment of these

(Continued on Page 2)
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Response to STF-1-87: (continued)

costs is consistent with recent Commission orders in energy utility general rate
proceedings.

in Southwest's last general rate case, the Commission directed Southwest to
provide detailed information regarding the duties of Service Planning and Key
Accounts Management employees in this rate case to determine if any
disallowance is appropriate. Please see the testimony of Ms. Randi Aldridge for

this information.
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295-012
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 29, 2008

Request No. ACC-STF-10-12:

Stock based compensation and stock option expense. (a) Please identify, by
account, all expense for stock based compensation and stock option expense in
the test year ending April 30, 2007. (b) Please identify, by account, all expense for
stock based compensation and stock option expense in each year, 2005, 2006 and
2007. (c) Please show in detail how the $3.3 million of total stock-based
compensation expense recognized in the consolidated statement of income for the
year ending December 31, 2006 was allocated to Southwest's Arizona operations.

Respondent: Revenue Requirements

Response:

All expense related to stock-based compensation and stock option expense is in
FERC Account 920.

a. and b. Please refer to the attached file. Amounts listed in the attachment are
prior to allocation to Arizona.

c. Please refer to the Company's supplemental response provided in response to
STF-6-41.




SOUTHWEST GAS CORPORATION
STOCK-BASED COMPENSATION EXPENSE

IN RESPONSE TO STF-10-12

Docket No. G-01551A-07-0504
Attachment RCS-5
Page 32 of 155
Attachment
STF-10-12
Sheet 1 of 1

MIP Stock Option Total Stock
Stock Expense RSUP Expense
5/06 -4/07 $ 3,587,416 $ 1507520 (a) $ - $ 5,094 936
2005 4,115,000 - - $ 4,115,000
2006 3,136,306 1,493,694 (a) - $ 4,630,000
2007 3,631,939 879,809 (a) 1,192,660 (a) $ 5,704,308

(a) Beginning in 20086, stock options were required to be expensed. In May 2007,
a restricted stock unit plan replaced the stock option plan (and were also required
to be expensed). Stock-based compensation is expensed over a three-year vesting
period. Grants to retirement eligible empioyees are immediately expensed.
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“ MEMORANDUM

To: Roy Centrella
From: Dana Van Pelt / Kathy Beavers
Date: December 29, 2005

Subject:  SFAS No. 123 (Revised 2004) Share-Based Payment
Executive Summary

In December 2004, the Financial Accounting Standards Board (*FASB") issued
Statement of Financial Accounting Standards (“SFAS”) No. 123 (revised 2004),
“Share-Based Payment.” SFAS No. 123 (revised 2004) is a revision of SFAS No.
123, "Accounting for Stock-Based Compensation” and supersedes Accounting
Principles Board (“APB") Opinion No. 25, "Accounting for Stock Issued to
Employees." SFAS No. 123 (revised 2004) changes the accounting for
employee stock options by requiring that companies record the fair value of the
awards that they grant as an expense in the income statement. The following
paragraphs summarize the major provisions of the new standard and their impact
to the Company.

The Company will adopt the new standard under the modified prospective
application, whereby expense will be recognized for new awards granted after the
effective date (January 1, 2006) and for any unvested portion of awards granted
prior to the effective date.

SIP Awards — Under APB 25, the Company disclosed the effect on net income
and earnings per share if the Company had applied the provisions of SFAS No.
123 to its MIP and SIP awards. Beginning with the first quarter of 2006, the
Company will recognize compensation expense for the SIP as well as the MIP in
the financial statements. SIP expense will be based on the fair value of the
options on their grant date. Unvested SIP awards will be expensed based on
assumptions previously disclosed in financial statements.

MIP Awards — Under APB 25, expense for MIP awards was adjusted for
fluctuations in stock price and dividends paid on unvested shares during the
vesting period. Under the new standard, the fair value of new MIP-awards-will be
fixed on the grant date and expensed ratably over the three year vesting period.
Dividend shares will not impact expense, but will be recorded in equity when
issued. Existing unvested MIP awards will also be fixed but the value will be
based on the share price on the date of adoption (January 1, 2006).

FORM NO. 126.1 (4/99 Template)
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| v

i Awards to Retirement Eligible Employees — Historically, the Company has

| expensed stock awards over service to the stated vesting date, with cost
recognition accelerated only if the employee retires. Upon adoption of SFAS No.
123 (revised 2004), the Company will accelerate expense recognition for new
awards to retirement-eligible employees. Acceleration of the vesting period will

~ only affect new or modified awards and will be classified consistent with other
stock compensation (i.e. not as a cumulative effect of a change in accounting
principle). Awards that are not vested upon adoption of the new standard will
continue to be expensed over service to the stated (expected) vesting date. The
table below illustrates how the expense for an MIP award granted to a retirement-
eligible employee after January 1, 2006 will be accelerated under the new
standard. The example assumes that the employee has ten years of service, the
fair value of the restricted shares on the grant date is $5,000 and the shares vest

over 3 years.
Employee Age 20X5  20X6 20X7
50 $1,667 $1,667 $1,667
53 $2,500 $2500 $ -
55 $5000 $ - 3 -

Following is a more in depth discussion of the accounting and the extensive
2006 disclosure requirements of the new standard.

Background

The Company has two stock-based compensation™pians: ~These plans are
accounted for in accordance with APB Opinion No. 25.

Under one plan, the stock incentive plan (“SIP"), the Company may grant options
to purchase shares of common stock to key employees and outside directors.
Each option has an exercise price equal to the market price of Company common
stock on the date of grant and a maximum term of ten years. The options vest 40
percent at the end of year one and 30 percent at the end of years two and three.

1 In addition to the SIP, the Company has a management incentive plan (“MIP")
through which it may issue restricted stock in the form of performance shares to
encourage key employees to remain in its employment to achieve long-term
performance goals. The performance shares vest after three years from issuance
and are subject to a final adjustment as determined by the Board of Directors.
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Additionally, awards issued under both plans vest upon retirement. A retiree has
two years to exercise their vested options. If an employee terminates
employment prior to exercising vested options, those options are cancelled.

The purpose of this paper is to address SFAS No. 123 (revised 2004) as it
applies to the Company. Income tax accounting considerations related to the
standard will be addressed in a separate memo.

Summary

SFAS No. 123 (revised 2004) establishes standards for the accounting for
transactions in which an entity exchanges its equity instruments for goods or
services. This statement eliminates the alternative to use APB Opinion No. 25
and the intrinsic value method of accounting. The following are some of the
major differences between SFAS No. 123 (revised 2004) and the original SFAS
No. 123:

o SFAS No. 123 (revised 2004) requires entities to recognize the cost of
employee services received in exchange for awards of equity instruments
based on the grant-date fair value of those awards (with limited exceptions).
SFAS No. 123 allowed companies to follow the intrinsic value method
described in APB Opinion No. 25 and disclose, rather than recognize, the
compensation expense the company would have been required to record if it
had adopted SFAS No. 123.

e SFAS No. 123 (revised 2004) requires that the cost be recognized over the
period during which an employee is required to provide service in exchange
for the award—the requisite service period (usually the vesting period or date
at which the employee becomes eligible for retirement, which ever occurs
first). SFAS No. 123 allowed companies to recognize compensation cost

| over the explicit service period (up to the date of actual retirement).

e Under SFAS No. 123 (revised 2004), companies are required to estimate the
rate at which equity award forfeitures are expected to occur. No
compensation cost is recognized for equity instruments that were forfeited
due to non-performance of the requisite service period. SFAS No. 123
permitted companies to account for forfeitures as they happen.

e SFAS No. 123 (revised 2004) amends SFAS No. 95, "Statement of Cash
Flows", to change the way excess tax benefits are displayed in the statement
of cash flows. A company will be required to use a “gross” approach to
recognize as a financing cash inflow (rather than a reduction of taxes paid) its
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excess tax benefits from exercised awards and will not be allowed to net any
tax-benefit deficiencies against excess tax benefits.

The following table illustrates the effect on historical net income if the Company
had applied the fair value recognition provisions of SFAS No. 123 to its stock-
based employee compensation (thousands of dollars):

2004 2003 2002
Stock-based employee compensation expense
included in reported net income, net of related tax
benefits previously recognized under APB 25:
MiP 1,825 2,438 1,783
SiP - - -
Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related tax benefits:
MmiP (1,468) (2,434) (1,551)
SiP (490) (486) (473)
Subtotal (1,958) (2,920) (2,024)
Total effect on net income $ (133) $ (482 $ (241)

Valuation

SFAS No. 123 (revised 2004) provides flexibility with respect to developing the
underlying assumptions that are used in a company's estimate of fair value as
determined by an option pricing model. Regardless of which valuation method
a company chooses, the company must estimate, in good faith, the fair value
of stock-based compensation and provide transparent disclosure about the
accounting and financial reporting.

Valuation Techniques

SFAS No. 123 (revised 2004) requires that the fair value of equity awards be
estimated using a valuation technique that:

o is applied in a manner consistent with the fair value measurement
objective and the other requirements of SFAS No. 123 (revised 2004),

« is based on established principles of financial economic theory and is
generally applied in that field, and

« reflects all substantive characteristics of the instrument-(except for those
explicitly excluded, such as vesting conditions and reload features).
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SFAS No 123 (revised 2004) does not specify a preference for a particular
type of valuation mode! but does require the use of a valuation technique or
model that meets the above objectives.

Expected Volatility

Expected volatility is the expected fluctuation in the price of the underlying
stock during the expected term or contractual term of the option (depending on
the valuation technique utilized). To meet the fair value measurement
objective of SFAS No. 123 (revised 2004), management must estimate the
expected volatility of the Company’s share price. The objective of estimating
volatility under SFAS No. 123 (revised 2004) is to determine which assumption
about expected volatility is likely to be used by marketplace participants when
they are pricing an option.

Expected Term

SFAS No. 123 (revised 2004) requires that when stock options are being
valued using the Black-Scholes model, the company should use the options’
expected term instead of its contractual term.

Staff Accounting Bulletin (“SAB”) 107 provides a simplified method for
determining the expected term of “plain vanilla® options in certain
circumstances. Under this method, the expected term would equal the vesting
term plus the contractual term divided by two. Under SAB 107, a stock option
qualifies as a “plain vanilla” option when:

e ltis granted at the money.

« Exercisability is conditional only on completing the service condition
through the vesting date.

« Employees who terminate their service prior to vesting must forfeit the
options.

« Employees who terminate their service after vesting are granted a limited
time to exercise their options (typically 30-90 days).

» Stock options are nontransferable and nonhedgeable.

This simplified or “safe harbor” method may not be used for grants made after
December 31, 2007.
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Transition

For public companies, SFAS No. 123 (revised 2004) allows two alternative
transition methods: '

o Modified prospective application (*MPA")
¢ Modified retrospective application (“MRA")

A public company that uses the MPA method will not restate its prior financial
statements. Instead, the company will apply SFAS No. 123 (revised 2004) for

o New awards granted after the adoption of SFAS No. 123 (revised 2004),

« Any portion of awards that were granted after December 15, 1994 and
have not vested by the date the company adopts SFAS No. 123 (revised
2004), and

o Any outstanding liability awards.

Measurement and attribution of compensation cost for awards that are
outstanding and classified as equity at the adoption date of SFAS No. 123
(revised 2004) should be based on the original grant-date fair value of those
awards and the same attribution method that, under the provisions of SFAS
No. 123, the company previously used for the purpose of either recognition or
pro forma disclosure. However, the Company should discontinue its past
practice of recognizing forfeitures only as they occur.

Under the MRA method, a company will restate its prior financial statements to
include the amounts that the company previously reported as pro forma
disclosures under the original provisions of SFAS No. 123. The measurement |
and attribution of compensation cost for equity-classified awards that the
company granted for the fiscal years beginning after December 15, 1994 are
based on the grant-date fair value of those awards and on the same attribution
method that was previously used for pro forma disclosures.

Application to Southwest Gas

In April 2005, the U.S. Securities and Exchange Commission (*SEC”) amended
the compliance dates for SFAS No. 123 (revised 2004). The provisions of the
statement are effective for the Company beginning January 2006. it is
anticipated that the Company will apply the MPA transition method. The MPA
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appears to be the better choice for the Company, as there is no requirement for
the restatement of prior periods.

Transition for MIP Awards

Currently under APB Opinion No. 25 (“APB 25"), compensation expense is only
recognized in the financial statements for restricted shares issued from the MIP.
Under APB 25, restricted stock (MIP) awards qualified as “liability awards” and
are remeasured at fair value each reporting period until the award is settled.
Remeasurement of fair value takes into consideration periodic fluctuations in the
stock price and incremental dividend shares.

Under the new standard, the fair value of new MIP awards will be fixed on the
grant date and expensed ratably over the three year vesting period. No
adjustments will be made for fluctuations in stock price or dividends paid on
unvested shares during the vesting period. Compensation expense will be
reversed for any shares that do not vest. Existing unvested MIP awards will also
be fixed but the value will be based on the share price on the date of adoption
(January 1, 2006).

In accordance with the terms of the plan, the fair value of MIP awards is
determined using a five day average share price, as opposed fo the share price
on the grant date. The use of a five day average price is consistent with the
mutual understanding between the Company and the employee regarding the
terms of the award. SFAS No. 123 (revised 2004) defines the grant date for an
award as the date that an employee begins to benefit from, or be adversely
affected by, subsequent changes in the price of the employer's equity shares.
That price in this case is equal to the five day average.

Transition for SIP Awards

Under APB 25, the Company currently discloses in its filings with the SEC the
effect on net income and eamnings per share if the Company had applied the fair
value recognition provision of SFAS No. 123 to its stock-based employee
compensation, including both MIP and SIP awards. Beginning with the first
quarter of 2006, the Company will recognize compensation expense for all new
SIP awards equal to the fair value of the options on their grant date. Existing
unvested SIP awards will be expensed prospectively using the assumptions
previously disclosed in the footnotes. The fair value of the SIP awards is
determined using the grant date share price, as opposed to a five day average.
Compensation expense for SIP awards will be recognized monthly (based on
gither the graded vesting or straight-fine approach explained further below). if the
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options do not fully vest, compensation expense will be reversed for the current
year only.

Retirement Eligible Employees - SEC Staff View

Historically, the Company has expensed stock awards over service to the stated
vesting date, with cost recognition accelerated only if the employee retires.
Recently, the SEC Staff has clarified that it expects companies to recognize
compensation cost from the date of grant through the date the employee first
becomes eligible to retire (i.e., the date the employee can receive the award
without further service). As a result, upon adoption of SFAS No. 123 (revised
2004), the Company will change its policy and begin recognizing expense
immediately for an award issued to an employee who is currently eligible for
retirement. This policy change is not required by SFAS No. 123 (revised 2004),
but will coincide with its adoption. Generally, employees are eligible for
retirement when they reach 55 years old and have 10 years of service.
Acceleration of the vesting period will only affect new or modified awards and will
be classified consistent with other stock compensation (i.e. not as a cumulative
effect of a change in accounting principle). For those awards that are not yet
vested upon adoption of the new standard, the remaining unrecognized cost
(measured on a fair value basis) is to continue to be expensed based on the prior
practice (i.e., recognize remaining cost over service to the stated or expected
vesting date).

The table below illustrates how the expense for a MIP award granted to an
employee after January 1, 2006 will be accelerated for retirement eligible
employees under the new standard. This illustration applies equally to future SIP
awards. The example assumes that the employee has ten years of service, the
fair value of the restricted shares on the grant date is $5,000 and the shares vest
over 3 years.

Employee Age 20X5 . 20X6  20X7

50 $1,667 $1667 $1,667
53 $2,500 $2,500 $ -
55 $5000 $ - 3 -

The SEC recommends making the following disclosures (both before and after
the adoption of SFAS No. 123 (revised 2004)):

e Accounting policy followed under APB Opinion No. 25 and SFAS No. 123 for
the recognition of compensation cost for awards that accelerate vesting upon
retirement;
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o The accounting policy change that will occur as a result of adopting SFAS
No. 123 (revised 2004); and

o The quantitative affect of applying SFAS No. 123 (revised 2004) cost
recognition requirements compared to the “old” cost recognition vesting
approach, for each income-statement period presented. The Company is in
the process of determining this amount and assessing the need to disclose it
based on materiality. If material, the disclosure would appear as follows:

2004 2003 2002

Fair value of stock-based
compensation expense under old
vesting approach XXX XXX XXX

Fair value of stock-based
compensation under accelerated

vesting approach XXX XXX XXX
Difference XXX XXX XXX
Valuation

The Company currently uses the Black-Scholes model included in the Bloomberg
executive option pricing application which meets the basic valuation requirements
of SFAS No. 123 (revised 2004). However, we are in the process of evaluating
other valuation models available.

Since the Company issues equity awards with graded vesting (SIP options),
under SFAS No. 123 (revised 2004) the Company will need to make a one-time
policy election, choosing between two attribution approaches. The first approach
is to treat each vesting tranche as a separate award with compensation cost for
each award recognized over the vesting period. This approach results in a
greater amount of compensation cost recognized in the earlier periods of the
grant with a declining amount recognized in later periods. The second approach
is to treat the award as a single award for recognition purposes (although the
Company may value each tranche separately) and recognize compensation cost
| on a straight-ine basis over the vesting period of the entire award. It is:
| anticipated that the Company will follow the second approach. Regardless of the
\ approach selected, the amount of compensation cost recognized at any date
| must at least equal the portion of the grant-date value of the award that is vested
at that date.
|

|

|

|

SFAS No. 123 (revised 2004) requires that the recognition of compensation cost
ultimately be based on the number of awards whose requisite service period is
complete (shares that vest). Therefore, the Company will base initial accruals of
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compensation cost on the number of awards estimated at the grant date that are
expected to vest. SIP and MIP forfeitures are unusual and historically
insignificant so it is currently assumed that none will occur. The estimated
number of awards for which the requisite service is expected to be rendered will
need to be revised if subsequent information indicates that the actual number of
awards that vest is likely to differ from initial estimates.

The Company has historically considered the effective date for grants of equity
instruments to be the date on which those awards are approved by the board of
directors. The definition of grant date under SFAS No. 123-(revised-2004)
includes criteria for determining-that-a-share-based -payment-award -has-been
granted. One of the criteria is a mutual understanding by the employer and
employee of the key terms and conditions of a share-based payment award. In
response to a recent inquiry, the FASB issued a FASB staff position (“FSP") FAS
123(R) - 2 to provide guidance on the application of grant date as defined in
SFAS No. 123 (revised 2004). Under the FSP, in determining the grant date of
an award subject to SFAS No. 123 (revised 2004), assuming all other criteria
have been met, a mutual understanding of the key terms and conditions of an
award to individual empioyees shall be presumed to exist at the date the award is
approved by the board of directors if both the following conditions are met:

« The recipient does not have the ability to negotiate the key terms and
conditions of the award with the employer; and

e The key terms of the award are expected to be communicated to all of the
recipients within a relatively short time period from the date of approval.

Based on the above, the Company will continue to consider the effective date for
grants of equity instruments to be the date on which those awards are approved
by the board of directors.

Expected Volatility

To meet the fair value measurement objective of SFAS No. 123 (revised 2004),
management must estimate the expected volatility of the Company'’s share price.
For all future option grants, the Company will need to consider the following
variables when estimating expected volatility:

e The volatility of the stock price over the most recent period equal to the
expected term;

o How long the Company's shares have been publicly traded; and
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o The appropriate and regular intervals for price observations.

Expected Term

The Company issues “plain vanilla” options and therefore plans to use the
simplified method of calculating the expected term according to SAB 107. As
mentioned above, the simplified method is based on the vesting period and the
contractual term for each vesting-tranche. The mid-point between the vesting
date and the expiration date is used as the expected term under this method.

For all future SIP option grants the Company has calculated the expected term to
be approximately six years (see calculation below). The calculation reflects the
40%, 30% 30% vesting in years one through three.

Year140% x1= 04
Year230% x2= 0.6
Year330%x3= 0.9
Average vesting 1.8 years
Contratual term  10.0 years
Subtotal 11.9/2 = 5.95 years (6 years rounded)

Eamings per Share (EPS

Unvested restricted stock is generally excluded from the denominator in the
computation of basic EPS because the shares have not yet been eamned by the
employee. Once vested, the shares are included in basic EPS as of the vesting
date. Under the new standard, awards to retirement eligible employees will be
considered vested for this computation. :

The Company should include unvested restricted stock with service conditions in
the calculation of diluted EPS using the treasury stock method. If dilutive, the
stock would be considered outstanding as of the grant date for diluted EPS
computation purposes. If anti-dilutive, it would be excluded from the diluted EPS
computation. The anti-dilutive test mustbe performed for each stock option grant
and not for the aggregate of all option grants.

The assumed proceeds under the treasury stock method include:
\
|

« The purchase price that the grantee pays, if any (or the exercise price of the
stock option);
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» Compensation expense for future service that the Company has not yet
recognized; and

e Any windfall tax benefits that would be credited to APIC when the award
becomes taxable. Ifthere would be a charge to APIC (i.e., shortfalf), suchan
amount would be a reduction of proceeds.

Journal Entries

SFAS No. 123 (revised 2004) requires that the Company make a one-time
cumulative adjustment at the adoption date. The adjustment is necessary since
under SFAS No. 123, the Company chose to recognize actual forfeitures when
they occurred rather than estimate them at the grant date and subsequently true-
up the estimated forfeitures to actual. The cumulative effect adjustment would be
recorded using a memo entry in the period of adoption to adjust compensation
cost for awards, issued prior to the adoption of SFAS No. 123 (revised 2004), that
are not expected to vest. If the Company assumes, based on historical data, that
the forfeiture rate is negligible, then no memo entry would be made. Although
forfeitures are rare for the Company, a thorough analysis of estimated forfeitures
of outstanding awards should be completed prior to the adoption of the standard.
If the actual forfeitures of awards granted before the adoption of SFAS No. 123
(revised 2004) exceed (or are less than) the memo entry of expected forfeitures,
the difference would be ultimately recognized in the income statement as an
adjustment to compensation cost.

SFAS No. 123 (revised 2004) does not require that stock-based compensation
cost be presented in a specific line in the income statement. The SEC staff
believes that companies should present the expense for employee stock-based
compensation in the same line in the financial statements as cash payments to
those employees (i.e. operations expense; a portion may also be capitalized as
overhead). :

Detailed below is a series of proposed journal entries. For simplicity,
compensation cost for the Company’s two stock-based compensation plans have
been combined and the proposal illustrates those entries to be made on an
annual (rather than monthly) basis. Tax entries will be addressed in a separate
memo.

After estimating the fair value of the equity awards at the measurement date and
calculating the total estimated compensation cost, the compensation cost should
be allocated over the requisite service period. Note: At the end of the vesting
period, the Company will record compensation cost reflecting the number of
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actual forfeitures, and adjust the cumulative expense to reflect the actual number
of vested awards.
1) Allocation of compensation cost over requisite service period:

Compensation cost XXXX
APIC (equity awards) XXXX

2) Conversion of vested awards into common stock:

Cash XXXX

APIC (equity awards) XXXX
Common stock XXXX
APIC XXXX

Should the Company revise the estimated compensation cost (due to a change in
expected forfeitures), the original fair vaiue of the award is not revised. At that
point, the Company should determine the periodic compensation cost based on
the revised estimated forfeitures. The change in the estimate is the difference
between the revised cumulative amount and the amount already recognized.
Going forward, the Company would recognize the revised compensation cost
allocation amount over the remaining requisite service period (see entry 1 above).

3) Change in estimate (assuming estimated forfeitures increased):

APIC (equity awards) XXXX
Compensation cost XXXX

Liability Awards

Liability awards are required to be remeasured at fair value each reporting period,
until the award is settled. SFAS No. 123 (revised 2004) has four key principles
regarding when an award should be classified as a liability, with certain
exceptions. The Company does not issue any awards that qualify as liability
awards under these principals.

The written terms of a stock-based-compensation award are generally the best
evidence of whether the substantive terms of an award (e.g., if the employee can
choose the form of settlement) indicate that the award is a liability. However, a
company’s past practice of settlement may outweigh the written terms, resulting
in substantive liabilities and, thus; liability classification: Historically the Company
has allowed employees to convert a portion of issued restricted (MIP) shares for
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taxes withheld in excess of statutory limits. As of January 1, 2006, the conversion
election will no longer be permitted and the Company will automatically converta
portion of gross shares issued for tax withholding purposes in accordance with
statutory limits. Additionally, retirees will no longer receive cash in lieu of shares.
These changes will prevent the Company from having to treat stock awards as
liability awards. The Company'’s plans do not require cash settiement upon a
change in control or an employee’s death or disability.

Financial Statement Disclosure

SFAS No. 123 (revised 2004) and SAB 107 specify the minimum information that
a company should disclose for equity awards. The Company currently provides a
great deal of information pertaining to the awards in the notes to the consolidated
financial statements provided in the annual report and periodic filings with the
SEC. In order to meet the disclosure objectives described by SFAS No. 123
(revised 2004) and SAB 107, the Company should also disclose, at a minimum,
the material information set out below in its 2006 annual report.

e The method used to measure compensation cost.

« The total intrinsic value of options exercised for each year that an income
statement is presented. This will be the amount by which the market price of
the stock exceeds the exercise price of the option for each option exercised
during the year. For example, an option with an exercise price of $20 on a
stock whose current market price is $25 has an intrinsic value of $5.

e The total fair value of shares vested during the year for each year that an
income statement is presented.

« The number, weighted-average exercise price, aggregate intrinsic value, and
weighted average remaining contractual term of options currently exercisable
for options expected to vest at the date of the latest statement of financial
position.

e Aggregate intrinsic value and weighted average remaining contractual term
of options currently exercisable for fully vested options at the date of the
jatest statement of financial position.

« How the expected term of the options was incorporated into the fair value
determination (for each year in which an income statement is provided).
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o« How the contractual term of the instruments and employees’ expected
exercise and post-vesting termination behavior were incorporated into the fair
value determination (for each year in which an income statement is
provided).

+ Estimated volatility, the method used to estimate the volatility of SWG's
awards, the range of expected volatilities used (if different over the
contractual term) and the weighted average expected volatiiity (for each year
in which an income statement is provided).

» |f different dividend rates are used over the contractual term, the range of
and the weighted average of expected dividends (for each year in which an
income statement is provided).

o |f different risk-free rates are used, the range of risk-free rates used at the
time of grant (for each year in which an income statement is provided).
(Example — the risk-free rate for periods within the contractual life of the
option is based on the U.S. Treasury yield curve in effect at the time of
grant.)

o Discountrate and method used to estimate post-vesting restrictions (for each
year in which an income statement is provided).

* The total recognized income tax benefit related to the compensation cost
recognized in net income and the total compensation cost capitalized as a
part of the cost of an asset (for each year in which an income statement is
provided).

e As of the latest balance sheet date presented, the total compensation cost
related to nonvested awards not yet recoghized and the weighted average
period over which it is expected to be recognized (for each year in which an
income statement is provided).

e The amount of cash received from the exercise of options.

¢ The windfall tax benefits realized from stock options exercised during the
year.

« The amount of cash used to settle equity instruments granted under share-
based payment arrangements.
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e A description of the policy, if any, for issuing shares upon share option
exercise including the source of those shares, new shares or treasury
shares. If as a result of its policy, the Company expects to repurchase
shares in the following annual period, an estimate of shares fo be
repurchased during that period should be disclosed.

Prior to the adoption of SFAS No. 123 (revised 2004), the Company should
disclose its accounting policy for the recognition of compensation cost for awards
subject to acceleration of vesting upon retirement, and that the policy will be
changed upon the adoption of SFAS No. 123 (revised 2004).

Upon adopting SFAS No. 123 (revised 2004), the Company will disclose the
impact of the adoption in its first quarter Form 10-Q. The pro forma disclosures
required for interim periods under SFAS No. 148, "Accounting for Stock-Based
Compensation—Transition and Disclosure” will continue to be made until all such
interim periods are reported on a comparable basis.

The Company should also consider including in MD&A material qualitative and
quantitative information about any of the following, as well as other information
that could affect comparability of financial statements from period to period:

o Transition method selected (e.g., MPA or MRA) and the resulting financial
statement impact in current and future reporting periods;

e Method utilized by the Company to account for share-based payment
arrangements in periods prior to the adoption of SFAS No. 123 (revised
2004) and the impact, or lack thereof, on the prior period financial
statements;

e Modifications made to outstanding share options prior to the adoption of
SFAS No. 123 (revised 2004) and the reason(s) for the modification; (None
are anticipated)

{ + Differences in valuation methodologies or assumptions compared to those
| that were used in estimating the fair value of share options under SFAS No.
| 123; (None are anticipated)

! ¢ A discussion of the one-time effect, if any, of the adoption of SFAS No. 123
| (revised 2004), such as any cumulative adjustments recorded in the financial
statements; (No adjustment is anticipated)
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¢ Total compensation cost related to nonvested awards not yet recognized and
the weighted average period over which it is expected to be recognized.

During 20086, the Accounting Department will draft an addendum to this white

paper which provides the disclosures required for the 2006 Annual Report to

Shareholders.

Sw

c. George Biehl
Greg Peterson
Dave Randall
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| E SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-9
(ACC-STF-9-1 THROUGH ACC-STF-9-21)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 28, 2008

Request No. ACC-STF-9-18:

TRIMP Surcharge. Refer to Mr. Mashas' Direct Testimony at page 19, lines 20-23
where it states The Company proposes to cease charging TRIMP-related expense
to Account 182.3 the month the proposed new rates take effect. The surcharge will
discontinue once the deferred balance in Account 182.3 reaches zero. (A) Please
identify, quantify and explain fully and in detail when the Company anticipates the
deferred balance in Account 182.3 will reach zero. ~(B) Please show-the TRIMP
amortization schedule being used by the Company. (C) Please show how the
reach zero point has been coordinated with SWG's proposal to cease charging the
TRIMP-related expense to Account 182.3 once the proposed new rates take effect.

Respondent: Revenue Requirements

Response:

The Company charges 100 percent of TRIMP costs to deferral Account 182.3. On
a one month lag, 50 percent of the prior month expense is credited to Account
182.3 and debited to Account 887.0, Maintenance of Mains. The 50 percent that
remains in Account 182.3 is recovered from customers through revenues received
via the DOT TRIMP surcharge. During the 12 months ended April 30, 2007, 100
percent of the TRIMP expense incurred totaled $920,914. As the Company credits
Account 182.3 for TRIMP revenues received, a debit to Account 407.3, Regulatory
Amortizations, is recorded in a like amount.

A) Attached is a schedule showing the monthly TRIMP expense experienced, the
50 percent deferred and the dollars recovered through the DOT-TRIMP surcharge
from inception through January 2008. As of January 2008, the balance in Account
182.3 was $1,427,646. The Company projects this balance to be $1,427,329 and
$1,375,007 by April 2008. In Decision No. 68487, the Commission adopted Staff's

(Continued on Page 2)




Docket No. G-01551A-07-0504
Attachment RCS-5
Page 51 of 155

294-018
Page 2

Response to ACC-STF-9-18: (continued)

position on TRIMP, including an implementation of a DOT-TRIMP surcharge that
would remain in effect for 36 months from the effective date (March 1, 2006) of
rates in that proceeding. As such, the TRIMP surcharge will cease on February
28, 2009. The Company was directed to file with the Commission to change the
TRIMP surcharge effective each May 1. The Company will file with the
Commission on or about March 31, 2008, a proposed rate that would clear the
projected deferred balance at April 30, 2008 and 50 percent of the projected
expense to be experienced from May 1, 2008 through February 28, 2009.

B) Attached is a file showing all debit and credit activity that has occurred in
Account 182.3, Deferred TRIMP from inception through January 31, 2008 and the
projected activity through February 28, 2009. Without a change in recovery
process in this proceeding, the Company would bear all cost of complying with the
federally-mandated TRIMP program beginning March 1, 2009.

The proposed rate change calculated in the attached schedules would change the
TRIMP surcharge from the current $0.00072 to $0.00294. The monthly impact on
a residential customer for the months of May 2008 through February 2008 would
average $0.08 per month.

C) Attached is a file coordinating the Company's rate case proposal to recover
TRIMP cost in base rates and cease deferral of such costs on November 1, 2008,
provided that rates in this proceeding go into effect on that date. Should the
effective date differ or the Commission's decision deviate from the Company's
proposal, then the amount and timing would change accordingly
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241-053
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Request No. STF-1-53:

Filing Information. As the Company discovers errors in its filing identify such
errors and provide documentation to support any changes. Please update this
response as additional information becomes available.

Respondent: State Regulatory Affairs / Revenue Requirements

Response:

The following errors and corrections have been identified to date. Southwest will
update this response if additional errors and/or corrections are identified.

1. Schedule C-2, Adjustment No. 12, Sheet 1, Line 6 has the incorrect number (it
should not be the same number as Line 7). The correct number in column (c)
should be $5,507,176, and the adjustment allocated to Arizona in column (i) should
be $4,922. The revised sheet is attached and the changes are highlighted in bold.
This change reduces the revenue requirement by $23,447.

2. The second error relates to a $300,000 credit that was booked into Account 923
instead of 925. On Schedule C-1, Sheet 9, Account 923 was increased by
$300,000 and Account 925 was decreased by $300,000. This credit was related to
self-insured retention. Therefore, Arizona direct self-insured retention on Schedule
C-2, Adjustment No. 10, Line 13 was reduced by $300,000. On Workpaper C-2,
Adjustment No. 10, Sheet 73, Line 10(g) was also reduced by $300,000. These
revised sheets are attached and the changes are highlighted in bold. The net
impact of this error increases the revenue requirement by $284,514.

3 Southwest also corrected an error discovered on Schedule E-1, Sheet 2, Line
27. Total Company accumulated deferred income taxes at 4/30/07 and 12/31/06

(Continued on Page 2)
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Page 2

Response to STF-1-53: (continued)

was correct, but the breakout between Arizona and Other ratemaking jurisdictions
was not. A revised Schedule E-1 is attached. This error does not have an impact
on the revenue requirement.
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SCHEDULE C-2

ADJUSTMENT NO. 10

Docket No. G-01551A-07-0504
SHEET 1
REVISED
SOUTHWEST GAS CORPORATION
ARIZONA
INJURIES AND DAMAGES
SELF-INSURED RETENTION NORMALIZATION
ADJUSTMENT NO. 10
Total
Line Allocation System 10-Year Arizona Line
‘ No. Description [1] Reference Percent Allocable Total Accrual No.
| @ (0) © T © M
Claims Paid WP C-2, Adj. 10
1 < $1,000,000 $ 7,398,138 1
2 At $1,000,000 8,000,000 2
3 $1,000,000 < $10,000,000 16,963,879 3
4 Total Claims Paid $ 32,362,017 4
5 10 Year Average $ 3,236,202 5
6 Less FERC Allocation @ 3.96% C-1,8h 18 3.96% (128,154) 6
7 Net System Allocable $ 3,108,048 7
8 Arizona 4-Factor C-1,8h 17 56.70% $ 1,762,263 8
9  Recorded Amounts [2] ' $ 200,000 9
10 Less FERC Allocation @ 3.96% C-1,5h 18 3.96% {7,920) 10
11 Net System Allocable $ 192,080 11
. 12  Arizona 4-Factor C-1,8h 17 56.70% $ 108,909
13 Arizona Direct [2] 100.00% (858,765)
14 Total Recorded Arizona $ (749,856) 14
15 Total Adjustment (Ln 8 - Ln 14) $ 2,512,119 15

[1] Supporting Workpapers C-2, Adj. 10
[2] Source: Company Records

%p101! Self-Insured
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SOUTHWEST GAS CORPORATION

ARIZONA

TEN YEAR HISTORY OF LIABILITY CLAIMS
FOR AMOUNTS LESS THAN ONE MILLION AND FIVE MILLION AGGREGATE PER YEAR

Docket No. G-01551A-07-0504
Attachment RCS-5

Page 69 of 155
WORKPAPERS

SCHEDULE C-2, ADJ. 10
SHEET 73
REVISED

Line Line
No. Year Paiute So. Ca. No. Ca. So. Nv. No. Nv. Arizona Sys Alloc. Total No.
(@) (b) (c) (@ (e) U] @ (b} 0}
L ess Than $1,000,000 Selfdnsurance Per Claim
1 1997 450,384 450,384 1
2 1998 1,494,253 123,755 1,618,008 2
3 1999 6,250 256,333 37,545 300,128 3
4 2000 18,125 208,216 195,000 421,341 4
5 2001 100,000 415,093 609,455 1,124,548 5
6 2002 400,000 400,000 6
7 2003 50,000 31,000 95,491 176,481 7
8 2004 92,500 560,500 653,000 8
9 2005 27,500 342,000 179,500 17,500 566,500 9
10 2006 1,653,678 1,553,678 10
11 2007 5,001 129,059 134,060 11
12 $ D $ 177,500 $ 24375 $ 1.350,143 $ 195,000 $ 5,509,865 $ 141255 $ 7,398,138 12
$1,000,000 Seif-insurance Per Claim
13 1997 1,000,000 1,000,000 13
14 1998 1,000,000 2,000,000 3,000,000 14
15 1999 0 15
16 2000 1,000,000 1,000,000 16
17 2001 o 17
18 2002 0 18
19 2003 1,000,000 1,000,000 ~ 19
20 2004 0 0 20
21 2005 1,000,000 1,000,000 2,000,000 21
22 2006 0 22
23 2007 0 23
24 $ 03 0 s 0 $ 1,000,000 $ 2,000,000 $§ 5,000,000 $ 0 $ 8,000,000 24
$5 Million Aggregate above $1,000,000 Self-insurance Per Claim
25 1997 2,726,235 2,726,235 25
26 1998 6,272 1,739,870 1,746,142 26
27 1999 0 27
28 2000 991,502 991,502 28
28 2001 0 29
30 2002 0 30
31 2003 5,000,000 5,000,000 31
32 2004 1,500,000 1,500,000 32
33 2005 5,000,000 5,000,000 33
34 2006 0 34
35 2007 0 35
36 $ 0% 0 S 0% 0D $ 997,774 § 15,966,105 $ 0 $ 16,963,879 36
37 Total $ 0 $ 177,500 $ 24375 $ 2,350,143 $ 3,192,774 $ 26475970 $ 141,255 § 32,362,017

[1} Amounts for 1997 (May-December) and 2007 (January-April} are a partial year; 1998 through 2006 are based

on calendar year amounts.

WP Adj10 Sh2
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285-001
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

DOCKET NO.: G-01551A-07-0504 |
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 29, 2008

Request No. ACC-STF-10-1:

Expense for El Paso Natural Gas case. (a) Please identify by account all amounts
of expense related to Southwest's participation in EPNG rate cases, by year for
each 12 month period: 2004, 2005, 2006, 2007 and the 12 months ending April
30, 2007. (b) Please show how much of the amounts identified in response to part
a were charged to Arizona operations, by account. (c) Please provide Southwest's
budget for EPNG rate case participation for 2006, 2007 and 2008.

Respondent: Revenue Requirements

Response:

All amounts related to expenses for the El Paso Natural Gas rate case are in
FERC account 923. Southwest does not budget iegal fees or consultant/witness
fees specifically for any single proceeding. An overall amount for outside legal and
consulting costs is budgeted for the year without being specifically identified for any
particular event. El Paso will be filing another rate case later in 2008, and
Southwest expects to incur expenses related to its participation in that proceeding.

The aftached worksheet shows the amounts for each historical 12-month period
requested above and the amounts that would be allocated to Arizona.
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Attachment
STF-10-1
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
ARIZONA
EPNG RATE CASE-RELATED LEGAL AND CONSULTANT COSTS
IN RESPONSE TO STF-10-1

Account 823
Total System Allocable to Total
Twelve Months Ended Arizona Allocable Arizona [1] Arizona
(a) (b) (c) (d) (e)
(b) +(d)
12/31/04 $ S - $ - 8 -
12/31/05 117,761 37,438 20,386 138,147
12/31/06 800,809 47,363 25,791 826,600
12/31/07 167,675 .- - 167,675
4/30/07 843,038 21,763 11,851 854,889

[1]) Net of MMF, and 4-Factor Allocation:
MMF _ 3.96%
4-Factor to Arizona 56.70%
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241-025
SOUTHWEST GAS CORPORATION
_ 2007 GENERAL RATE CASE
| DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Request No. STF-1-25:

Accumulated Deferred Income Taxes. Please provide a detailed itemization of
each item of Accumulated Deferred Income Taxes as of 12/31/05 and 12/31/06.
For each item, identify the book/tax-timing difference that causes the ADIT, explain
when that temporary timing difference first arose, identify the amount of the timing
difference as of each date, and describe in detail whether and how that particular
timing difference relates to an item of utility rate base, utility revenue and/or utility
expense, and how the related item has been reflected in the Company's filing for
ratemaking purposes.

Respondent: Tax

Response:

Please see the attached spreadsheet with 12/31/05 and 12/31/06 Arizona and
Common (system allocable) federal tax accumulated deferred income taxes.
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ARIZONA CORPORATION COMMISSION
STAFF'S FIRST SET OF DATA REQUESTS TO
SOUTHWEST GAS CORPORATION
DOCKET NO. G-10551A-07-0504
- RESPONSE TO STF 1.25

FEDERAL

GUMULATIVE DEFERRED

TEMPORARY TAX LIABILITY

DIFFERENCE (ASSET)

BALANCE AT TAX BALANCE AT

DESCRIPTION JURISDICTION 12/31/05 RATE 12131105

BLANT

GAS PLANT IN SERVICE ARIZONA 148,173,877 34.40% 50,965,318
ACCUMULATED PROVISION FOR DEPRECIATION ARIZONA 314,516,285 34.40% 108,179,817
CUSTOMER ADVANCES ARIZONA (19,585,777) 34.40%  (5,736,649)
GROSS-UP OF ADVANCES ARIZONA (26,392) 34.40% (9,078)
GROSS-UP OF CIAC ARIZONA (18,944) 34.40% (6,516)
NOL CARRYOVER ARIZONA {77,870,754) 35.00%  (27,254,764)
TOTAL 365,188,305 125,138,128
Acct. 2820
2105
NON-PLANT 283.0
ASSETS DEPRECIATED FOR TAX / NOT FOR BOOK ARIZONA 7 35.00% 2
BAD DEBT ARIZONA (1,155,062) 35.00% (404,272)
PBOP COSTS ARIZONA 2,872,849 35.00% 1,005,497
TRANSMISSION INTEGRITY MGMT PROG - CEAZ ARIZONA 291,401 35.00% 101,990
DEFERRED INVEST, ARIZONA 382,843 35.00% 133,995
RATE CASE - ARIZONA - 2005 ARIZONA 54541 35.00% 19,089
AZ LOW INCOME PROGRAM (LIRA) ARIZONA 1,595,391 35.00% 558,387
TRANSMISSION INTEGRITY MGMT PROG - SAZ ARIZONA 122,826 35.00% 42,989
ARIZONA CONSERVATION ARIZONA (338,687) 35.00% (118,540)
CLEARING ACCOUNTS ARIZONA 120,662 35.00% 42,232
CLEARING ACCOUNTS ARIZONA 106,889  35.00% 37,411
MISCELLANEOUS DEFERRED DEBTS -+ =+ — w-ee -~ ARIZONA - -489,250 35.00% 171,238
ACCRUED LABOR ARIZONA 309,344 35.00% 108,270
LIGHT RAIL PROJECT ARIZONA 1,041,417 35.00% 364,496
PURCHASE GAS ADJUSTMENT ARIZONA 97,691,704 35.00% 34,192,096
ACCUM PROV FOR INJURIES & DAMAGES - LITIGATION RESERVE  ARIZONA (2,896,759) 35.00% (1,013,8686)
PROPERTY TAXES ARIZONA 44406 35.00% 15,542
ENERGY SHARE - FUEL FUND PROJECT ARIZONA (5,357) 35.00% (1,875)
SECTION 283A INVENTORY, GAIN, CAP INT ADJUSTMENT ARIZONA (322,576) 35.00% (112,902)
TOTAL 100,405,089 ___ 35341781
Acct. 2830
2100

11/2712007 4:42 PM
FAAPPS\DOCSOPEN\DATA\DRMICNWAZ£101!
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ARIZONA CORPORATION COMMISSION
STAFF'S FIRST SET OF DATA REQUESTS TO
SOUTHWEST GAS CORPORATION
DOCKET NO. G-10551A-07-0504
RESPONSE TO STF 1.25

DESCRIPTION

PLANT
GAS PLANT IN SERVICE

ACCUMULATED PROVISION FOR DEPRECIATION
CUSTOMER ADVANCES

GROSS-UP OF ADVANCES

GROSS-UP OF CIAC

TOTAL

NON-PLANT 283.0

BAD DEBT

PBOP COSTS

TRANSMISSION INTEGRITY MGMT PROG - CEAZ

RATE CASE - ARIZONA - 2005

AZ LOW INCOME PROGRAM (LIRA)

TRANSMISSION INTEGRITY MGMT PROG - SAZ

ARIZONA CONSERVATION

CLEARING ACCOUNTS

MISCELLANEOUS DEFERRED DEBITS

ACCRUED LABOR

PURCHASE GAS ADJUSTMENT

ACCUM PROV FOR INJURIES & DAMAGES - LITIGATION RESERVE

PROPERTY TAXES

ENERGY SHARE - FUEL FUND PROJECT

SECTION 263A INVENTORY, GAIN, CAP INT ADJUSTMENT
TOTAL

11/127/2007 4:42 PM
FMAPPS\DOCSOPENDATA\DRM\CNW\% {101}

JURISDICTION

ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA

ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA
ARIZONA

CUMULATIVE
TEMPORARY
DIFFERENCE
BALANCE AT
12/31/06

110,795,374
348,668,576
(41,078,966)
(26,392)
(17,222)

418,341,370

TAX
RATE

34.43%
34.43%
34.43%
34.43%
34.43%

Acct. 2820 2105

Attachment RCS-5
Page 76 of 155

o ————c 2 oo

DEFERRED
TAX LIABILITY
(ASSET)
BALANCE AT
12/31/06

38,143,286
120,035,384
(14,142,168)
(9.086)
(5.929)
144,021,487

(1,116,265) 35.00% (390,693)
2535325 35.00% 887,364
860,476 35.00% 301,167
242,906 35.00% 85,017
2,365,052 35.00% 827,768
370,384 35.00% 129,634

(7.615) 35.00% (2,665)
(91,208) 35.00% (31,923)
489,250 35.00% 171,238
336,766 35.00% 117,868

90,602,669 35.00% 31,710,934

(350,930) 35.00% (122,826)
57,593  35.00% 20,158
(3635) 35.00% (1.272)

(322,576) 35.00% (112,902)

95,968,192 33,588,867

Acct. 2830 2100




ARIZONA CORPORATION COMMISSION

Docket No.

STAFF'S FIRST SET OF DATA REQUESTS TO

SOUTHWEST GAS CORPORATION
DOCKET NO. G-10551A-07-0504
RESPONSE TO STF 1.25

CUMULATIVE
TEMPORARY
DIFFERENCE
BALANCE AT
12/31/05

DESCRIPTION JURISDICTION

PLANT

GAS PLANT IN SERVICE COMMON 56,587,039
ACCUMULATED PROVISION FOR DEPRECIATION COMMON (6,544,378)
NOL CARRYOVER COMMON (10,535,303)
TOTAL 39,607,358
NON 283.0
CAPITALIZED INTEREST IN CWIP COMMON 7,368
ASSETS DEPRECIATED FOR TAX / NOT FOR BOOK COMMON 423
BAD DEBT COMMON 628,275
PREPAYMENT COMMON 774,308
PBOP COSTS COMMON 100,000
DEFERRED INVEST. COMMON 569,076
RATE CASE - NEVADA 1999 COMMON 188,364
CALIFORNIA PUBLIC PURPOSE PROGRAM COMMON 70,646
CLEARING ACCOUNTS COMMON 69,017
CLEARING ACCOUNTS COMMON 35,440
ACCRUED LABOR COMMON 181,445
. UNAMORTIZED LOSS ON REACQUIRED DEBT COMMON 15,452,802
UNAMOR LOSS ON REACQ DEBT - PREF SECURITIES COMMON 2,211,117
INCENTIVE PAY COMMON (1,699,920)
ACCUM PROV FOR INJURIES & DAMAGES - LITIGATION RESERVE ~ COMMON (10,800,000)
PENSION EXPENSE COMMON (1,805,881)
ACCRUED VACATION PAY COMMON 1,800,000
INCENTIVE PAY COMMON 490,554
PBOP COSTS COMMON (4,123,934)
SELF-INSURANCE/HEALTH DENTAL COMMON (2,198,353)
ACCRUED PAST SERVICE LIABILITY (SERP) COMMON (19,686,368)
OTHER DEFERRED CREDITS COMMON 1,754,164
DEFERRED COMPENSATION OFFICERS COMMON (12,782,994)
DEFERRED COMPENSATION DIRECTORS COMMON (3,943,885)
DEFERRED COMP INACTIVE OFFICERS COMMON (11,818,071)
DEFERRED COMP INACTIVE DIRECTORS COMMON (2,601,873)
CHARITABLE CONTRIBUTIONS COMMON (1,612,345)
11/27/2007 4:42 PM

FAAPPS\DOCSOPEN\DATA\DRM\CNW\%f101!

TAX

35.00%
35.00%
35.00%

35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%
35.00%

G-01551A-07-0504
Attachment RCS-5
Page 77 of 155

FEDERAL
DEFERRED
TAX LIABILITY
(ASSET)
BALANCE AT
12/31/05

....19,805,464
(2,290,532)

(3,687,356}
13,827,575

Acct. 2820 2105

2,579
148
219,896
271,008
35,000
199,176
65,928
24,726
24,156
12,404
63,506
5,408,481
773,891
(594,972)
(3,780,000)
(632,058)
630,000
171,694
(1.443,377)
(769,423)
(6,890,229)
613,957
(4,474,048)
(1,380,360)
(4,136,325)
(910,656)
(564,321)



\

|

| SOUTHWEST GAS CORPORATION
| DOCKET NO. G-10551A-07-0504

} RESPONSE TO STF 1.25

CUMULATIVE
TEMPORARY
DIFFERENCE
BALANCE AT
12/31/05

DESCRIPTION JURISDICTION

1112712007 4:42 PM
FAAPPS\DOCSOPEN\DATA\DRM\CNV\%f101!
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TAX
RATE
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FEDERAL
DEFERRED
TAX LIABILITY
(ASSET)
BALANCE AT
12/31/05

(17,059,219)

Acct. 2830 2100
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ARIZONA CORPORATION COMMISSION Page 79 of 155
STAFF'S FIRST SET OF DATA REQUESTS TO
SOUTHWEST GAS CORPORATION
DOCKET NO. G-10551A-07-0504
RESPONSE TO STF 1.25

FEDERAL
CUMULATIVE DEFERRED
TEMPORARY TAX LIABILITY
DIFFERENCE (ASSET)
BALANCEAT TAX BALANCEAT

DESCRIPTION JURISDICTION 12/31/06 RATE 12/31/06

PLANT

GAS PLANT IN SERVICE . COMMON 59,832,131 35.00% 20,941,246
ACCUMULATED PROVISION FOR DEPRECIATION COMMON (12,408,511) 35.00% (4,343,329)
TOTAL 47,422,620 16,697,917

Acct. 2820 2105

NON-PLANT 283.0

BAD DEBT COMMON 726,207 35.00% 254,172
PREPAYMENT COMMON 845795 35.00% 296,028
TRANSMISSION INTEGRITY MGMT PROG - CEAZ COMMON (235,452) 35.00% (82,408)
IDRB INTEREST RECOVERY COMMON 1,045,838 35.00% 366,043
RATE CASE - ARIZONA - 2005 COMMON 44,794  35.00% 15,678
AZ LOW INCOME PROGRAM (LIRA) COMMON 41,801 35.00% 14,630
CALIFORNIA PUBLIC PURPOSE PROGRAM COMMON 100,524 35.00% 35,183
CALIFORNIA PUBLIC PURPOSE PROGRAM * =~~~ — -COMMON —~ 711,788 - 35.00% 249,126
TRANSMISSION INTEGRITY MGMT PROG - SAZ COMMON (315,823) 35.00% (110,538)
CLEARING ACCOUNTS COMMON 69,017 35.00% 24,156
CLEARING ACCOUNTS COMMON 257,540 35.00% 90,139
MISCELLANEOUS DEFERRED DEBITS COMMON 598,192 35.00% 209,367
ACCRUED LABOR COMMON 205,230 35.00% 71,831
UNAMORTIZED LOSS ON REACQUIRED DEBT COMMON 15,321,586  35.00% 5,362,559
UNAMOR LOSS ON REACQ DEBT - PREF SECURITIES COMMON 2,202,691 35.00% 770,942
INCENTIVE PAY COMMON (1,093,752) 35.00% (382,813)
ACCUM PROV FOR INJURIES & DAMAGES - LITIGATION RESERVE ~ COMMON (1,000,000) 35.00% (350,000)
PENSION EXPENSE COMMON (707,583) 35.00% (247 654)
ACCRUED VACATION PAY COMMON 1,660,000 35.00% 581,000
INCENTIVE PAY COMMON (3,780,636) 35.00% (1,323,223)
PBOP COSTS COMMON (3,736,073) 35.00% (1,307,626)
SELF-INSURANCE/HEALTH DENTAL COMMON (2,404,023) 35.00% (841,408)
ACCRUED PAST SERVICE LIABILITY (SERP) COMMON (20,680,759) 35.00% (7,238,266)
OTHER DEFERRED CREDITS COMMON 2,654,639 35.00% 929,124
DEFERRED COMPENSATION OFFICERS COMMON (12,658,287) 35.00% (4,430,401)
DEFERRED COMPENSATION DIRECTORS COMMON (3,027,404) 35.00% (1,059,591)
DEFERRED COMP INACTIVE OFFICERS COMMON (12,949,6563) 35.00% (4,532,379)
DEFERRED COMP INACTIVE DIRECTORS COMMON (4,830,056) 35.00% (1,690,520)
STOCK OPTIONS COMMON (580,757) 35.00% (203,265)

TOTAL 514!530!1122

1112712007 4:42 PM

F\APPS\DOCSOPEN\DATA\DRMICNW%f101!
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SOUTHWEST GAS CORPORATION
DOCKET NO. G-10551A-07-0504

RESPONSE TO STF 1.25
FEDERAL
CUMULATIVE DEFERRED
TEMPORARY TAX LIABILITY
DIFFERENCE (ASSET)
BALANCEAT TAX BALANCEAT

DESCRIPTION JURISDICTION 12/31/08 RATE 12131/06

Acct. 2830 2100

11/27/2007 4:42 PM
| FAAPPS\DOCSOPEN\DATADRMICNWVA%f1041
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241-009
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 9, 2007

Request No. STF-1-9:

M&S and Prepayments.

a Please provide the monthly amounts of M&S for the 60 months ending
September 30, 2007.

b Please provide the monthly amounts of Prepayments for the 60 months
ending September 30, 2007.

Please also provide the monthly amounts of Customer Deposits for the 60 months
ending September 30, 2007.

Respondent: Revenue Requirements

Response:

Please find attached a schedule showing the monthly balances for M&S,
Prepayments, and Customer Deposits for the period September 2002 through
September 2007.




_ RES!
' 3R THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007

SOUTHWEST GAS CORPORATION
ARIZONA
CUSTOMERS DEPOSITS
PONSE TO DATA REQUEST NO. STF-1-9

Customer Deposits

23500001 & 1320 Line
Description AZ ' No.
(a)

September 2002 $ 16,250,822 1
October 16,492,184 2
November 16,804,948 3
December 17,151,007 4
January 2003 17,639,415 5
February 17,955,206 6
March 18,771,907 7
April 19,779,385 8
May 20,563,887 9
June 21,068,603 10
July 21,361,867 11
August 21,697,818 12
September 22,116,629 13
October 22,421,280 14
November 22,915,023 15
December 23,429,731 16
January 2004 23,858,508 17
February 24,244 633 18
March 24,547 955 19
April 24,807,840 --- 20
May 24,958,957 21
June 25,170,362 22
July 25,267,247 23
August 25,421,849 24
September 25,552,621 25
October 25,848,938 26
November 26,282,708 27
December 26,682,829 28
January 2005 27,087,182 29
February 27,467,386 30
March 27,823,958 31
April 27,893,262 32
May 28,063,139 33
June 28,169,344 34
July 28,186,789 35
August 28,307,776 36
September 28,394,707 37
October 28,538,698 38
November 28,856,769 39
December 29,139,638 40
January 2006 29,453,967 41
February 29,642,993 42

29,683,090 43

March

Docket No. G-01551A-07-0504

Attachment RCS-5
Page 82 of 155
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SOUTHWEST GAS CORPORATION
ARIZONA
CUSTOMERS DEPOSITS
RESPONSE TO DATA REQUEST NO. STF-1-9
R THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007

Customer Deposits
23500001 & 1320 Line

Description AZ No.
(a)

April 29,940,535 44
May 30,244,306 45
June 30,534,170 46
July 30,907,669 47
August 31,068,422 48
September 31,294,651 49
October 31,925,334 50
November 32,387,660 51
December 32,677,847 52
January 2007 32,866,855 53
February 33,171,595 54
March 33,562,862 55
April 34,402,771 56
May 34,944,231 57
June 35,653,565 58
July 36,066,017 59
August 36,447,849 60
36,827,715 61

September



SOUTHWEST GAS CORPORATION
ARIZONA
PREPAYMENTS
RESPONSE TO DATA REQUEST NO. STF-1-9
FOR THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007
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Line Line
No. Description Balance [1] 4-Factor Allocation No.
(a) (b) - (9 (d)

1 September 2002 $ 3,659,675 1
2 October 3,515,864 2
3 November 3,166,262 3
4 December 3,846,794 4
5 January 2003 4,265,975 5
6 February 4,125,358 6
7 March 3,662,244 7
8 Aprit 4,060,414 8
9 May 3,626,974 9
10 "~ June 2,795477 10
11 July 5,057,769 11
12 August 5,130,082 12
13 September 4,798,680 13
14 October 3,784,576 14
15 November 3,956,561 15
16 December 5,938,689 16
17 January 2004 5,258,062 17
18 February 4,984,761 18
19 March 4,810,591 19
20 Aprit 4,204,986 20
21 May 4,296,987 - 21
22 June 3,639,813 22
23 July 3,377,801 23
24 August 7,698,845 24
25 September 7,034,140 25
26 October 7,298,412 26
27 November 6,063,437 27
28 December 7,432,925 28
29 January 2005 6,723,166 29
30 February --—--- --- 6,476,582 - 30
31 March 5,712,733 31
32 April 5,268,333 32
33 May 4,602,628 33
34 June 3,555,579 34
35 July 2,750,681 35
36 August 9,249,020 36
37 September 8,486,989 37
38 October 7,955,446 38
39 November 7,793,183 39
40 December 9,066,598 40
41 January 2006 8,469,241 - 41
42 February 7,005,388 42
43 March 6,179,169 43
44 April 5,367,019 44
45 May 4,571,452 45
46 June 3,756,402 46
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SOUTHWEST GAS CORPORATION
ARIZONA ‘
PREPAYMENTS
RESPONSE TO DATA REQUEST NO. STF-1-9
FOR THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007

Line Line
No. Description Balance [1] 4-Factor Allocation No.
@) (b) (c) (d)

47 July 5,219,958 47
48 August 9,299,535 48
49 September 8,623,454 49
50 October - 7,836,438 50
51 November 6,430,014 51
52 December 9,144,710 52
53 January 2007 8,343,687 53
54 February 7,723,320 54
55 March 6,044,664 55
56 April 5,600,962 56
57 May 4,801,987 57
58 June 3,257,471 58
59 July 4,640,702 59
60 August 9,930,978 60

61 September 9,134,161 61
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SOUTHWEST GAS CORPORATION
ARIZONA
MATERIALS AND SUPPLIES INVENTORY
RESPONSE TO DATA REQUEST NO. STF-1-9
FOR THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007
Line Account Account Account ~ System Total Line
No. Description 154 155 163 Allocable M&S No.
(@) (b) (c) (d) (e) ]
1 September 2002 4,938,589 35,008 858,945 (11,447) 5821085 1
2 October 5,205,449 34,609 732,317 (11,481) 5,960,913 2
3 November 5,348,539 34,750 805,850 (11,849) _.. 6,177,290 _ 3
4 December 5,529,443 29,845 586,973 (12,007) 6,134,254 4
5 January 2003 6,474,637 26,964 508,851 (12,166) 6,998,287 5
6 February 6,890,699 37,309 419,468 (12,210) 7,335,266 6
7 March 6,677,835 42,393 225,777 (12,425) 6,933,580 7
8 April 6,681,758 39,398 377,088 (12,544) 7,085,700 8
9 May 6,775,201 39,319 558,830 {12,627) 7,360,722 9
10 June 6,450,145 34,293 653,058 (12,662) 7,124,833 10
11 July 6,628,801 34,278 725,420 {12,795) 7,375,705 11
12 August 6,911,999 31,835 790,866 (9,606) 7,725,085 12
13 September 7,626,204 31,565 807,234 (9,873) 8,455,130 13
14 October 7,828,138 34,790 927,229 (10,476) 8,779,680 14
15 November. _ ... _ 8,249,076 . .35,065 742,627 .. -{10,644) .9,016,124 15
16 December 8,114,240 31,523 475,427 (238) 8,620,952 16
17 January 2004 8,214,192 33,209 462,161 {10,499) 8,699,063 17
18 February 8,085,645 32,735 307,899 (10,973) 8,415,305 18
19 March 7,943,077 34,246 559,761 (11,080) 8,526,004 19
20 April 7,930,710 41,188 636,464 (11,317) 8,597,046 20
21 May 7,658,420 38,989 544,264 (11,416) 8,230,257 21
22 June 8,179,282 35,804 443632 ... ... (11,411)—. -~ 8,647,307 22
23 July 8,592,485 36,166 457,488 (11,131) 9,075,008 23
24 August 11,501,895 39,682 534,759 (11,648) 12,064,787 24
25 September 12,162,546 37,944 684,290 (13,671) 12,871,110 25
26 October 12,257,914 39,839 812,479 (14,530) 13,085,702 26
27 November 12,709,519 41,154 834,524 {14,653) 13,570,544 27
28 December -- - ---- 11,556,892 - 39,703 - 856,224~ ---- ({15;213) --— 12,437,705 28
29 January 2005 11,254,858 43,639 674,339 (13,873) 11,958,963 29
30 February 10,862,993 40,357 657,333 (13,923) 11,546,760 30
31 March 10,188,488 31,318 726,376 (14,007) 10,932,175 31
32 April 11,781,705 37,198 785,667 {14,085) 12,590,485 32
33 May 12,604,617 35,520 1,078,638 (14,290) 13,704,485 33
34 June 12,925,175 35,483 651,422 (14,294) 13,597,786 34
35 July 12,505,803 35,189 521,864 (14,340) 13,048,516 35
36 August 12,778,545 31,593 472,835 (14,344) 13,268,630 36
37 September 12,219,677 32,796 665,858 (14,393) 12,903,939 37
38 October 11,935,240 32,855 655,846 (14,472) 12,609,469 38
39 November 11,341,564 27,272 552,237 (14,510) 11,906,563 39
40 December -.......... 10,808,705.. 28,337-— 651,384~ — .. (14,645) --.- 11,473,781 40
41 January 2006 11,152,295 34,584 629,423 (14,841) 11,801,461 41
42 February 10,578,221 37,163 300,998 (14,894) 10,901,489 42
43 March 10,388,331 34,791 575,266 (14,904) 10,983,484 43
44 April-- 777 77 ~10,597,125 —~ 32,492 278910 T 7T (15,105) " 10,894,422 44
\ 45 May 11,983,908 33,770 271,892 (15,266) 12,274,304 45
46 June 11,689,534 34,008 182,004 (15,364) 11,890,271 46
47 July 11,770,954 36,340 170,741 (15,553) 11,962,482 47
| 48 August 11,445,271 39,575 292,884 (15,638) 11,762,082 48
| 49 September 11,495,118 36,003 546,932 (15,730) 12,062,323 49
‘ 50 October 12,297,156 37,707 712,071 (15,751) 13,031,183 - 50
51 November 12,188,899 34,120 828,671 {13,992) 13,037,697 51
52 December 11,943,342 32,556 1,063,757 (14,070) 13,025,585 52
53 January 2007 11,734,137 33,185 914,604 (15,954) 12,665,971 53
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SOUTHWEST GAS CORPORATION
ARIZONA
MATERIALS AND SUPPLIES INVENTORY
RESPONSE TO DATA REQUEST NO. STF-1-9
FOR THE PERIOD SEPTEMBER 2002 THROUGH SEPTEMBER 2007
Line Account Account Account System Total Line
No. Description 154 155 163 Aliocable M&S No.
(@ (b) © (@) (e) ®
54 February 10,991,050 34,695 1,082,310 (16,072) 12,091,984 54
55 March 12,320,228 32,740 1,363,463 (16,207) 13,700,224 55
56 April 11,644,649 32,332 1,000,492 (16,343} 12,670,131 56
57 May 13,018,412 31,454 1,007,581 (16,452) 14,040,005 57
58 June 12,640,164 27,739 983,015 (16,666) 13,634,252 58
59 July 13,015,931 30,815 1,004,738 (16,948) 14,034,537 59
60 August 12,550,873 20,540 1,178,540 (17,002) 13,741,951 60

61 September 13,237,968 27,999 1,170,905 (17,106) 14,419,766 61
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' 294-010
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-9
(ACC-STF-9-1 THROUGH ACC-STF-9-21)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 28, 2008

Request No. ACC-STF-9-10:

Incentive Programs. Refer to the response to STF-1-78, Attachment A. (a) Please
explain fully and in detail whether the test year amounts shown for SWG's (1)
Management Incentive Program (MIP), (2) Exempt Special Incentive, and (3)
Service Planning Quality Incentive Award of $7,416,322, $96,925 and $137,522,
respectively, are the expense for Arizona operations. (b) If so, please provide a
breakout of such amounts by each category referenced above, and show how the
expense for Arizona operations was derived. Show detailed calculations, including
total amounts, allocation factors used, and Arizona expense amounts. (c) Are
there any System Allocable amounts related to these incentive programs? If so,
please identify, quantify and explain the amounts. (d) Please confirm that the four-
factor of 56.70% was applied by Southwest to the System Allocable amounts to
derive the expense charged to Arizona and provide such amounts. If some other
factor was used to allocate such amounts to Arizona, please show detailed
calculations, and provide a complete explanation.

Respondent: Revenue Requirements

Response:

The MIP and Exempt Special Incentive amounts described in the Company's
response to data request no. STF-1-78 are System Allocable amounts, before
allocation to Arizona. All amounts under these two programs are charged to
Account 920, which is a System Allocable account.

The Service Planning Quality Incentive Award amount in the AZ column of the
Company's response to STF-1-78 is earned by Southwest employees in its Arizona
divisions. These are direct charges to Arizona, and no aliocations -are involved.
The amount in the CORP column is earned by Southwest employees based at its

(Continued on Page 2)
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294-010
Page 2

Response to ACC-STF-9-10: (continued)

corporate headquarters, and is automatically allocated to each ratemaking
jurisdiction monthly by Southwest's general ledger (including Arizona) using Factor
4, number of customers.

The attached spreadsheet shows how the test year amounts are allocated to
Arizona. Prior to using the 4-Factor to allocate the MIP and Special Incentive
amounts to Arizona, the MMF is first applied to allocate a portion to the Company's
FERC jurisdictional operations, as a portion of Corporate employees' time is spent
supporting Paiute Pipeline and Southwest Gas Transmission Co. The MMF is not
applied to the Quality Incentive Award amounts since these employees’ functions
do not support Southwest's pipeline subsidiaries, and the Corporate amounts are
allocated using Factor 4 since these employees are in the Customer Accounts
function (Account 903) and number of customers is a cost driver for this function.
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SOUTHWEST GAS CORPORATION

ARIZONA GENERAL RATE CASE
TEST YEAR ARIZONA INCENTIVE PROGRAM AMOUNTS
RESPONSE TO DATA REQUEST NO. STF-9-10

Attachment RCS-5
Page 90 ol {3ehment
STF-9-10
Sheet 1 of 1

NET OF

CORP AZ TOTAL MMF 4-Factor TOTAL AZ

3.96% 56.70%
MIP $ 7,416,322 $ 7416322 $ 7,122,636 $ 4,038,534
Exempt Special incentive 96,925 65,025 161,950 165,537 88,189
Service Planning 290,004 ==> Direct, no allocation 290,004

Quality Incentive Award Factor 4
137,622 53.98% 74,234
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241-078
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-1
(ACC-STF-1-1 THROUGH ACC-STF-1-99)

DOCKET NO.: : G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 8, 2007

Request No. STF-1-78:

Payroll, Incentive Programs. Please provide complete copies of any bonus
programs or incentive award programs in effect at the Company for the most
recent three years. Identify all incentive and bonus program expense incurred in
2005, 2006 and 2007. Identify the accounts charged. Identify all incentive and
bonus program expense charged or allocated to the Company from affiliates in
2005, 2006 and 2007.

Respondent. Human Resources / Revenue Requirements

) Response:

The Management Incentive Plan and Special Incentive Plan are discussed in the
Company's response to data request no. STF-1-49. The current document for the
Service Planning Quality Incentive Award is aftached as Attachment A. The
expense incurred in 2005, 2006, and for the test year ended April 2007 for each
program is attached as Attachment B. Please note the amounts shown for
"Corporate” are before 4-Factor allocation to Arizona.

There are no incentive or bonus program expenses allocated from affiliates.
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ATTACHMENT A
SHEET 1 OF 1
SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE
INCENTIVE PROGRAMS
IN RESPONSE TO DATA REQUEST NO. STF-1-78
DATE CORP AZ Account
MIP
2005 $ 5,668,050 920
2006 6,728,050 920 .
| 12ME Apr 07 7,416,322 920
Exempt Special Incentive
2005 $ 121,450 § 40,500 920
2006 -89,000 72,950 920
12ME Apr 07 96,925 65,025 920
Service Planning
Quality Incentive Award 2005 $ 140,171 $ 465,150 903
2006 143,865 367,534 903

12ME Apr 07 137,522 290,004 903
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‘W’. SOUTHWEST GRS Service Planning Quality Incentive Award

Service Planning Quality Incentive Award for 2006

Table of Contents
Content : Page
Administrative INformation ..........ccceeeeeeeieeierreereee e 1
2006 Service Planning Award Processing Schedule................coooinene 4
Service Planning Quality Incentive Award - 2006 ... 5

Service Planning Quality Incentive Award -i- {01/01/20086)
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Q SOUTHIUEST GRS Service Planning Quality Incentive Award

1. Administrative Information

| A. The effects of the Service Planning Quality incentive Award on
| employee benefits are summarized below:

1. Salary Continuation Program

Coverage is provided at no cost to the employee. Payments
are based on the hourly rate computed from an individual's
September 1 base salary and the previous four quarters total
Quality Incentive Award compensation.

2. Retirement

Quality Incentive Award compensation is included in the
average effective earnings of the five highest calendar years
of continuous service during the ten years immediately prior
to termination.

3. EIP

EIP contributions are deducted from Quality Incentive Award
payments, when paid, at the rate specified by the individual.
Contributions are matched $.50 on each $1.00 contributed
up to six percent (6%) of total annual earnings, subject to
any IRS limitations.

4, Life Insurance

a) Basic

Salary utilized in the computation of life insurance
entittement is comprised of the individual's
September 1 base salary and the previous four
quarters total Quality Incentive Award compensation.

b) Employee Custom Life Insurance

Amounts available for purchase are factored off the
earnings amount indicated in Basic Life Insurance
above (employee paid).

Service Planning Quality Incentive Award -1- (01/01/2006)
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‘& SOUTHWEST GAS Service Planning Quality Incentive Award

c) Spouse Custom Life

Amounts available for purchase are factored off the
earnings amount indicated in Basic Life Insurance

above (employee paid).
5. Accidental Death and Dismemberment Insurance
a) Basic

Salary utilized in the computation of life insurance
entittement is comprised of the individual's
September 1 base salary and the previous four
quarters total Quality Incentive Award compensation.

b) Additional

Amounts available for purchase are set for all
employees (employee paid).

c) Business Travel Accidental Insurance

Coverage is equal to the individual's September 1
base salary and the previous four quarters total
Quality Incentive Award compensation. The premium
is entirely Company paid.

6. Long-term Disability
a) Basic (Option 1)

Coverage is provided at no cost to the employee.
Payout is 50 percent of the individual's September 1
base salary and the monthly average of the previous
four quarters ftotal Quality Incentive Award
compensation.

b) Additional (Option 2)

Coverage is employee paid. Payout is 16% percent of
the individual's September 1 base salary and the
monthly average of the previous four quarters total
Quality Incentive Award compensation. This brings
total coverage to 66% percent of the individual's
September 1 base salary and the monthly average of

Service Planning Quality Incentive Award -2- (01/01/2006)
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e ‘s SOUTHIUEST GRS Service Planning Quality Incentive Award

the previous four quarters total Quality Incentive
Award compensation.

B. Termination of or adjustments to this Quality Incentive Award
program could occur at any time at the discretion of the Company,
as determined by executive management.

Service Planning Quality Incentive Award -3- (01/01/2006)
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‘3 SOUTHIUEST GRS Service Planning Quality Incentive Award

J N Docket No. G-01551A-07-0504
|
|
|

Service Planning Quality Incentive Award

PROCESSING SCHEDULE
2006
auserer  PVEIOENERSY T OUETE T oavonre
4TH 2005* 01/18/06 01/20/06 01/26/06
1ST 2006 04/21/06 04/24/06 04/28/06
2ND 2006 07/20/06 07/21/06 07/27/06
3RD 2006 10/20/06 10/23/06 10/27/06

*Note: This will be the last payment based on the previous
compensation plan. No payments will be carried over to the new
plan.

Service Planning Quality Incentive Award  ~ -4 - = (01701/2006)
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A @snmmesr GHS "~ Service Planning Quality incentive Award

Service Planning Quality Incentive Award 2006

The Service Planning Quality Incentive Award will be effective beginning January
1, 2006.

The Service Planning Quality Incentive Award will be based on the employee’s
outstanding achievement and performance for that quarter based on defined
production criteria including, but not limited to, customer satisfaction, leadership,
innovation and working within the aliowable budget. The Quality Incentive Award
value will be justified based on the defined criteria for the individual employee
based on their service territory and submitted to the Division Vice President.
Once approved by the Division Vice President, the values will be forwarded to
the Energy Services Department for compilation and totaling with all divisions
and forwarded to Payroll for processing.

The Service Planning Quality Incentive Award value will be up to a maximum of
$2500.00 per quarter per Service Planner or Senior Service Planner, up to a

maximum of $10,000 annually. A percentage of the award may be earned based
on the measured results of the defined criteria.

The Service Planning Quality Incentive Award will be paid quarterly.

- Note: The plan for 2005 is final as of December 31, 2005.

Sernvice Plannina Oualitv Incentive Award ~ -5 s 101/01/2006})
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243-010

SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE

DOCKET NO. G-01551A-07-0504
* % %
RESIDENTIAL UTILITY CONSUMER OFFICE

DATA REQUEST NO. RUCO-1

(RUCO-1-1 THROUGH RUCO-1-22)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 27, 2007

Reguest No. RUCO-1-10:

Employee Incentives

Please provide a description of each current employee incentive program. For
each program offered, provide the following additional information:

a) Employee eligibility;

b) Cost incurred in each year 2004, 2005, 2006, and the test
year; and

c) The account where each expense identified in part b) was
recorded.

Respondent: Human Resources

Response:

A description of each current employee incentive program was provided in the
Company's response to data request nos. STF-1-49 and STF-1-78, provided in
response to data request no. RUCO-1-6.

Please see the attached schedule for the information requested in parts a) through
c). Please note that amounts shown for "Corporate” are before 4-Factor allocation
to Arizona.
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SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE
INCENTIVE PROGRAMS
RESPONSE TO DATA REQUEST NO. RUCO-1-10

DATE CORP AZ Account
MiP
(actual amounts rec'd in 2004 $ 5,727,800
January of calendar year) 2005 5,668,050 920
Eligiblity: Sr Mgrs and Above 2006 6,728,050 820
12ME Apr 07 7,416,322 820
Exempt Special Incentive
Eligibility: All non-incentive 2004 $ 84,200 $ 38,000 920
exempts with at least 6 2005 121450 - 40500 - 820
mos. service 2006 89,000 72,950 920
12ME Apr 07 96,925 65,025 920
Service Planning
Quality Incentive Award 2004 $ 168,035 $ 431,425 903
Eligiblity. service planners, 2005 140,171 465,150 903
their supvs and managers, 2006 143,865 367,534 903

industrial gas engineers 12ME Apr 07 137,522 290,004 903
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254-041
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-6
(ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: DECEMBER 28, 2007

Request No. ACC-STF-6-41:

Please identify the total number of Southwest Gas employees who were eligible for
SERP in each year, 2003 through 2007, and the total amount of SERP each year.

a. Also indicate the total amount of SERP expense charged to Southwest Gas's
Arizona ACC-jurisdictional operations in each year. ~

Respondent: Revenue Requirements/Human Resources

Response: SUPPLEMENTAL ATTACHMENT - MARCH 24, 2008

Please refer to the attached worksheet for the requested information. The number
of participants is broken down between active employees and retirees. The
allocation fo Arizona is an approximation, sincé SERP is charged fo Account 926
and is part of the Company's labor loading process. A full charged labor study for
each year from 2003 to 2007 has not been done and would take a substantial
amount of time to complete to determine the precise amount of SERP charged or
allocable to Arizona for each year.
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243-020
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST NO. RUCO-1
(RUCO-1-1 THROUGH RUCO-1-22)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: NOVEMBER 27, 2007

Reguest No. RUCO-1-20:

SERP

Please provide the test-year recorded SERP expense and identify the account(s)
where these expenses reside.

Respondent: Revenue Requirements

Response:

Please refer to WP Schedule C-2, Adj. 3, Sheet 8, Line 11. SERP is first recorded
in Account 926, then loaded to all accounts charged with labor during the labor
loading process.
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294-008
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-9
(ACC-STF-9-1 THROUGH ACC-STF-9-21)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 28, 2008

Reauest No. ACC-STF-9-8:

Supplemental Executive Retirement Expense (SERP). Refer to the response to
STF-1-49 and WP Schedule C-2, Adjustment 3, sheet 8, line 11, columns C, D and
F. (a) Please confirm that the total Arizona related SERP test year expenses were
$1,395,781 (column C) plus $54,102 (column D), plus the $866,016 system
allocable amount. (b) In addition, please clarify whether the System Allocable
amount of $866,016 is prior to, or after applying the Arizona four-factor percentage
of 56.70%. If this amount is prior to applying the 56.70%, please confirm that the
Arizona System Aliocable expense included by Southwest in test year expenses is
$491,031. (c) If the system allocable SERP charged to Arizona operations is
anything other than the $866,016 or $491,031, please identify, quantify and explain
in detail.

Respondent: Revenue Requirements

Response:

Attached is a schedule showing the amount of SERP in Arizona expenses. For an
explanation of how System Allocable SERP (and other benefits) are allocated to
Arizona, please refer to the Company's response to data request no. STF-11-13.
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STF-9-8
Sheet 1 of 1

SOUTHWEST GAS CORPORATION

ARIZONA
SERP
IN RESPONSE TO STF-9-8
Line Corp. Direct System Line
No. Description Reference [1] Arizong ---- - Arizona-------Allocable- No.
(a) (b) (c) (d) (e)
1 As Filed Sh g, Ln 11 $ 1395781 % 54,102 $ 866,016 1
2 Percent O&M Sh 18, Ln 11; Sh 26, Lns 5(c) and (j) 80.09% 100% 96.16% 2
3 Subtotal Ln1*Ln2 $ 1,117,881 § 54102 $ 832,761 3
4 Allocated to Paiute/SGTC 3.96% $ 32,977 4
5 Net of MMF Allocation Iln3-Ln4 799,784 5
6 Net of 4-Factor Ln 5 *56.70% 453,477 6
7  SERP $ 1,117,881 § 54,102 $ 453,477 7

vEk01!

[1] All references are to WP Sch C-2, Adj 3 unless otherwise noted.

Sheet1
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295-006
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
* % %
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

. DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION

DATE OF REQUEST: FEBRUARY 29, 2008

Request No. ACC-STF-10-6:

SERP. (a) Please explain and show in detail the impact on Southwest's filing, by
account, if Southwest had followed completely the treatment for SERP expense,
specified in Decision No. 68487 at pages 18-19. (b) Please provide all information,
by account, necessary to apply similar treatment in the current rate case for SERP
expense, specified in Decision No. 68487 at pages 18-29.

Respondent: Revenue Requirements

Response:

As calculated in the Company's response to data request no. STF-9-8, the amount
of SERP expense in Arizona is $1,625,460. Decision No. 68487 specified that
SERP be removed from operating expenses. Please refer to the direct testimony
of Ms. Laura Lopez Hobbs, which provides support for the reasonableness of the
Company's request for executive total compensation.

Since SERP is a Company benefit that is loaded to all accounts that have charged
labor, it will appear in many FERC accounts. Attached is a schedule that shows
the amount of SERP expense in each FERC account. The first sheet shows the
Arizona direct SERP loaded to each FERC account, and the second sheet shows
the Corporate Direct and System Allocable SERP loaded to each FERC account
(see bold amounts). .
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ARIZONA
SERP

IN RESPONSE TO STF-10-6
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Line Recorded Line
No. Description Loading [1] SERP No.
() (b) (©
1 SERP $ 1,395,781 1
Deferred and Other
2 Account 146 $ 03 0 2
3 Account 163 826,097 30,022 3
4 Account 184 445 366 16,185 4
5 Account 426 0 0 5
6 Total Deferred and Other $ 1271463 $ 46,207 6
Capital
7 Account 107 $ 6171377 $ 224276 7
8 Account 108 202,319 7,353 8
9 Total Capital $ 6,37369 $ 231,629 9
10 Percent Capital & Other to Total [3] 18.91% 19.91% 10
Operations
11 Account 710 $ 3238926 $ 117,707 1
12 Account 871 6,883 250 12
13 Account 874 2,276,808 82,742 13
14 Account 875 687,367 24,980 ‘14
15 Account 878 2,571,428 93,449 15
16 Account 879 3,006,578 109,263 16
17 Account 880 2,197,732 79,869 17
18 Account 901 1,514,770 55,049 18
19 Account 902 1,793,047 65,162 19
20 Account 903 5,308,467 192,917 20
21 Account 905 149,993 5,451 21
22 Account 908 130,980 4,760 22
23 Account 809 0 0 23
24 Account 910 0 0 24
25 Total Operating Expense $ 22,882,979 $ 831,598 25

Direct
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SOUTHWEST GAS CORPORATION
ARIZONA
SERP
IN RESPONSE TO STF-10-6

Line Recorded Line
No. Description Loading {1] SERP No.
@ (b) (©
Maintenance
1 Account 885 $ 1,004263 $ 36,496 1
2 Account 886 9,807 356 2
3 Account 887 3,146,949 114,364 3
4 Account 889 538,862 19,583 4
5 Account 892 2,285,778 83,068 5
6 Account 893 472,870 17,185 6
7 Account 894 72,146 2,622 7
8 Account 935 348,661 12,671 8
9 Total Maintenance Expense $ 7879336 $ 286,346 9
10 Total O & M $ 30,762315 $ 1,117,945 10
11 Percent O & M to Total 80.09% 80.09% 11
12 Total $ 38,407,474 $ 1,395,781 12

Direct
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254-052

SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-6
(ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: -~ DECEMBER 28,2007

Request No. ACC-STF-6-52:

Please refer to Ms. Aldridge's direct testimony, page 24. Please show in detail how
the Company identified the portion of AGA costs that relate to marketing and
lobbying activities. Include a copy of any and all source documents used to identify

those percentages.

Respondent: Revenue Reqguirements

Response:

The portion of advertising and lobbying costs was provided to Southwest by the
AGA in the attached document.
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‘ AMERICAN GAS ASSOCIATION
‘ 2007 BUDGET

$ %

2007 2007

ALLOCATION ALLOCATION

f Advertising $345,000 1.39%

Corporate Affairs $2,099,000 8.44%

General & Administrative $4,665,000 18.77%

General Counsel $1,016,000 4.09%

Industry Finance & Administrative Programs $1,283,000 5.16%

Operations & Engineering Management $5,993,000 24.11%

Policy, Planning & Regulatory Affairs $3,669,000 14.76%

Pubilic Affairs $5,790.000 23.29%

Total Budget $24,860,000 100.00%
Note:

AGA estimates that lobbying expenses, as defined under IRC Section 162, will account for
2% of member dues in 2007.
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254-050

2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-6

) SOUTHWEST GAS CORPORATION
|
\
|
1
| (ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: DECEMBER 28, 2007

Reguest No. ACC-STF-6-50:

Please refer to Ms. Aldridge's direct testimony, Exhibit RLA-2.

a. Please provide a complete copy of the March 2005 Annual Audit report and
show the percentages of AGA cost for each NARUC-designated functional
category of AGA activities.

b. Does Southwest Gas or AGA have more current information on the percentage
of AGA costs in each NARUC-designated functional category of AGA
activities? If so, please provide the most current information.

Respondent: Revenue Requirements

Response:

a. Attached is the copy of the Annual Audit Report on the Expenditures of the
American Gas Association (AGA) for the 12 month period ended December 31,
2002, dated March 2005. This report is the most recent audit report submitted to
NARUC. According to the AGA, NARUC no longer requests that the AGA provide
annual audit reports. The lobbying percentage is found on the page preceding the
table of contents. The other percentages are found on page l11-2.

| b. Attached is the updated budget information for 2008 provided by the AGA to
| Southwest.
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AMERICAN GAS ASSOCIATION
2008 BUDGET

$ %
2008 2008

| ALLOCATION ALLOCATION
\

Advertising $300,000 1.18%

Corporate Affairs $2,317,000 9.14%

General & Administrative $5,127,000 20.22%

General Counsel $1,056,000 4.17%

Industry Finance & Administrative Programs $852,000 3.36%

Operations & Engineering Management ' $5,505,000 21.71%

Policy, Planning & Regulatory Affairs $4,000,000 15.78%

Public Affairs $6.195.000 24.44%

Total Budget $25,352,000 100.00%

Note
AGA estimates that lobbying expenses, as defined under IRC Section 162, will account for

4% of member dues in 2008.
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295-002
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 29, 2008

Reguest No. ACC-STF-10-2;

TRIMP. (a) Please explain and show in detail the impact on Southwest's filing, by
account, if Southwest had followed completely the treatment for TRIMP, including
TRIMP cost sharing, specified in Decision No. 68487 at pages 14-15. (b) Please
provide all information, by account, necessary to apply similar treatment for TRIMP
costs in the current case that was specified in Decision No. 68487 at pages 14-15.

Respondent: Revenue Requirements

Response:

a) Attached is the modification of Adjustment No. 9 as referenced above. The test
year ending April 30, 2007, included $348,690 in Account 887.0, Maintenance of
Mains and recoveries of $551,530 recorded in Account 407.3, Regulatory
Amortizations. Both amounts would be adjusted to zero and a TRIMP surcharge
would remain in effect presumably for another 36 months or indefinitely.

b) The currently effective DOT TRIMP surcharge is $0.00072 per therm. Pursuant
to Decision No. 68487, the surcharge will change on May 1, 2008, to clear the
balance by February 28, 2009. The Company has calculated the May 1, 2008 rate
to be $0.00294 (Reference STF-9-18 (c) for the calculation). Attached piease find
file STF-10-2(b) showing the recovery of the current deferred costs and the
projected costs assuming 50 percent recovery through the DOT TRIMP surcharge
for an additional 36 months past the effective date of rates in this proceeding. The
attached analysis uses November 1, 2008 as the effective date and October 31,
2011 as the sunset date. These calculations are based on a new DOT TRIMP
surcharge rate each May 1 during this period.
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SOUTHWEST GAS CORPORATION
ARIZONA
STF-10-2 TRIMP
ADJUSTMENT NO. 9 MODIFICATION

Line Account Line
No. Description Number Amount [1] No.
(a) (b) (©
Recorded Regulatory Amortization 407.3
1 TRIMP $ 551,530 1
2 Demand Side Management (DSM) 642,568 2
3 PBOP 337,624 3
4 R&D 755,950 4
5 $ 2,287,572 5
Adjustments:
6 R&D $  (755,950) 6
7 TRIMP (551,530) 7
8 Demand Side Management (DSM) (642,568) 8
9 Total Adjustments (Ln6+Ln7 + Ln 8) $_(1,950,048) 9
10  Annualized Regulatory Amortization (Ln 5 + Ln 9) 4073 $ 337,524 10
11 Test Year Recorded TRIMP 8870 $ 348,690 11
12 TRIMP written off 887.0 (348,690) 12
13 Adjusted TRIMP Expense (Ln 11+ Ln 12) 8870 $ -0 13
14 Total Revenue Requirement impact (Ln 8 + Ln 13) $_(1,950,048) 14

vofo1! Surchg - STF-10-2




Attachment RCS-5
Page 118 of 155

Docket No. G-01551A-07-0504

Z19'05p'

(sp1'sp)

8INpeyds uoHBZ|OWY

110884

'9002 uoJely uj eBieyouns Auolu pue Bugunoooe pelsjep oy Bujueweidw) 6} soud paunou| §1609 wiiBosd 5002 9 $00Z JO %08 Ho elum of [1]

- (e19'zy) £i6°21 868'055'L $8G'8.9 (v26'20) - (185'02) soe'v8i S18'pES lequiescaQ)
868'085't (L20'22) - (og9'sol) 9zZ'svl z6e'ees’L 5ba'YES (1£9'8¢) - (s6¢'02) z8L'Es 069'065 lsquisAoN
2SE'8EG'L (068'0Z) - (ep0'c0e) 00€'L1Z 080'LG9"t 060'06¢ (sos'ze) - (802'0€) 06.'0 ! zig'elo 18qoio0
080'150'L (v8L'0c) - (s1z'181) 960'909 €00'292°'4 ZIE'ELY (ege'Ly) - (s98'2H) oLy'Le 81i'els lsquieides
€00°292't (s8€'2e) - (5¢£8°08) 0ey'zee £68'266 814'828 (582°1€) - (8s8's) 6€L'ST pes'485 snBny
£68°/68 (808°28) - (0£.'182) 0.8°191 209084} ¥25'L8S (1¥6°ze) - (se8'Zl) L'y 8v8'1Z9 Anp
2080611 (19g'eg) - (0e5'801) 65¥'€9 ¥80'0€L 8yg'ize (e28')¥) - (ose'se) 88.'sz £01'L29 eunp
¥80'0€L (08¥'s¢) - (2ze'Lv1) 190'812 SEV'PEO €04 L0 (vvz'ee) - (g51'0¢8) (£:7X:73 bpl'edo Aepy
SEP'YBO (vee'ae) - (£98'52) §v8°'662 181'00¥ LpL'eLn (0e5'eS) - (sLe'sL) 8LE'pL L2£'824 Ipdy
L82'08% (s¥.1'g5) - (0L68'vv) szLig 9.1'808 91377 1 {ogg'ee) - (0£p'si0) (e82'L8) 820'68 Syp'ove't Yousely
9.4'80G (9€9'22) - (avs) 0v8'ss 0ze'esy Shi'ave'l - - - s8L'ziy 008Z'peT's Aienuged
0ZE'86¥ $ (80s'08) §$ - $ (2s1'z8) $ [69't $85'8.0 ogz'vez'k ¢ - s - " $ - 8ae'e | $ ogn'oez't Aienuep
3
” souBeg KieAcoay justusnipy HOGIM 1600 8,001 Bousleg CLOEEL Kisrooey ueunsnipy HO-BWIM 1600 %001 eotiejeq UowW
| Bujpuz 2.0000$ %08 Bujuy|Bsg Bujpuy ZL00008 %05 Buuufeg
Sown 2002
098'02'1 - - - 1e6'941 oes'eiL') 122'%1¥ - - - [ 47N 174 £8b'PoL lequese(
0E6'ELL') . - - 5¢0'18 £60°'2¢0't £av'vel - - - ov8'Ly 2€8'04) laquiepoN
$80'280'1L - - - X 25L'vi8 L88'844 - - - 65Y'EP 8LE'EL 1840J30
| 251'v16 - - - SLE'PL 2e¥'008 8/8'6L - - - gzL'ee 150'0p lequieides
26¥'008 - - - 808'28 629°'298 159'9p - - - 505'vE oyL'zh 1sndny
629'298 - - -1 8L0'8g £19'c08 ovL'zy P - - 6zl's 910'L Anp
£19'co8 - - - G08'eSl 8y.'8v9 810 - - - Sbs'0 414 sunp
8vL'6v9 - - - | L8P 152'519 2Ly - - - (414 - Aew
162'519 - - - 18'vL Liv'ors - - - - - - iudy
LLp'orS - . - ZLZLL 189'L2Y - - - - - - yssen
189'22% - - - zLl'ol GiS'LLy - - - - - - fenugey
G16'LLP $ - s - $ - $ 8sg'e 22y s - $ - g - $ - - $0 Arenbep
aouejeg AleAooeY jusunsnipy HO-OWAM 180D %00! aouejeg sodusjeg ABACOeY Jusisnipy BO-SWIAM 180D %001 aauejeg Yjuow
Bupuz 2100008 %08 BujuuiBeg Bujpuz 2400008 %08 ~ BuuuiBeg
8002 ¥00Z
14028002 'L AVIN SAILO3443 §31VYH MAN
ADUVHOUNS LOA HONOUHL AHIAODIY LSOO WL %09
SN1d 8002 ‘0¢ idV & FONVIVE £Z81 INNODOY 40 ANIAQDIM
(dWRi1) WYHOOUd INJWIOVYNYIN ALIUOILNI NOISSINSNYYL
Z-01-418 'ON 183N0OIY Yiva
. VNOZINY )
NOLLYHOJYHOD SV L§IMHLNOS
- (8)2-01-448

ININHOVL




8jnpayog uopB2jioWy t10Bga

£6000°0$ 81BN AIDA0COBY '110Z 'L A6 eApceu3 [g]

29000°0% 818l A18A028Y ‘0402 '} Ae eapcel3 {v]

G1000°0% ejey Aibacosy ‘6007 'L AeW eaoey3 e}

"Siunowe A1eAose) pue Jjo-ajum '1sao gopz Alenuer Bnioy 2]

"¥6Z00°0$ @18y Aieacoay ‘800Z ‘I Aew eanoey3 udy ybnosy sjel Aleacoey 2200008 wennd {})

‘8Ajjoa)j® BLIODS( §8]B1 MBU JBL} YiLOW BY) Jo ‘8002 ‘L€ 18q0jo0 uo Buipus pue zi AQ pepiap junouwr pesenbal Aueduio) uo peseq pejewyse 1800 AlYLop v ajoN

1

Attachment RCS-5
Page 119 of 155

Docket No. G-01551A-07-0504

zie'aL - - (128'8¢g) £vL'eL Lvz'ee YEV'ED (811'99) - (L28'8¢) (374 08’18 Jequiedaq
Wwe'se - - {12¢'88) EvL'oL (1) osr'ie (1ep'ce) - (L2e'98E) EvL'9L ovi'eL Jequieaon]
(1e1) (868'8€) - (+eg'8€) 37X°7] o6¥ ovl'oL (688'62) - (12¢'8€) ebl'aL 488'v9 48q0130
o8y | {zBp'se) - (12¢'eg) £vi'al (e6£'2) 29€'v9 (550'e2) - (L2£°8€) evl'alL 159'6¢ Jequisideg
(e6e'2) (180'vE) - (128'8¢) £vL'9L (e89'0) 159'6¥ (12£'22) - (126'g¢) Toevl'eL 000'¥E 1snBny
(e89'9) (041 'g€) - {12¢'8€) £90'8L (vp8'8) 000°ve (eL0'v2) - (L2g'8€) £vL'9L zoL'6l Ainp
(pve'8) (c80'ge) - (L2£'8€) evL'aL (eeg'n) Z0L'BL (682's2) - (LL8'88) tv2'9L 8LL°L sunp
(ec0'B) (1¥t'0p) . (12£'8¢) gL'l (e9g) 8L1'L (1es'0¢) - (18'88) £vl'oL (182) Keyy
(eeg) (092'28) - {L28'8¢) evl'al (8oL'1) (162) (ze1'6) - (L28'88) evi'al (925'82) judy
(8ot} {265'19) - (128'0¢) eyL'ol 250'2) (9z5'82) (esp'zs) ' - (L1€'8€) Evi'el {p1v'se) uosei
180'ZL (cag'00) - {(12¢'8¢) £vL'8L " oszve (pLv'ss) (ese'v) ' - (128'8¢) erL'al {ez1's) Aisniqey
0L2've § (ses'29) ¢ - $ (12e'8¢) $ ebl'os $ vev'eo $ (szl'sL) $ Ennﬂ.o_: $ - s (1/e'88) $ evl'ol s {oal‘iol) ¢ zg.i,
1 Q N »
eoueBR >._m>oomm uetuisnipy HO-8IM 1809 %00} aosueleg aouejed "AJBA0ODY usunsnipy HO-SWM 1807 %4001 . eduejeg '
Bujpuzy £€600008% %08 BujuuBeg Bujpugy Z90000$ %09 ) _ BujuuiBeg :
“ 1102 0102 i
(oot'101) (evo'et) - (128'88) evl'olL (ze8'sz1) 025'825 (B25'202) - (128'8E) TN - VIR V- J1-7) Jequwieda(]
(z89's2Z1) (ze1'9) - (L28'88) evl'oL (211'984) L18'292 (8Lv'861) - (L2e'8¢) svi'ssL y8.'8.@ JaquueroN
(zi1's54) {08Z'9) - (i48'88) £ve'al (861 '981) y8L'0.8 {g82Z'c2l) - (L2e'gE) evL'ol 168'€96 JeqoyQ
(e61'881) (e2L'9) - (126'ae) evL'sL (Lve'oze) 160'c98 (oLy'zit) - (12¢'8e) £rL'eL 96¥'L£0'} Jequieides
(2¥8'022) (L6%'9) - (128'88) £vL'0L (12s'ese) 06Y'L€0'} (1#2'201) - (128'98) evL'ol $08'00L'L ysnfiny
(122'e62) (ves's) - {128'8¢) gvL'el (8ez'982) 690'904'} (pei'vLL) - (12¢'88) £vL'0L evs'zel'L Anp
(892'082) (6e2'9) - (12¢'88) Eb2'9L (iov'gie) gyo'zel't (sgz'zZ)) - (128'88) £vL'9L 895'092'1 eunp
{Lot'BIE) (06¥'2) - (126'0¢8) £vL'ol (z0z'sve) 995'002'} (eia'spi) - (LLe'ag) evi'ol 200's¢8'L Aew
(z82'8p8) (s80'6.1) - (128'9€) £vL'el (695'802) 100'52¢€'} {e58'ch) - (128'8¢) crL'ol £6v'08¢'L Iudy
(805'802) (200'vv2) - (128'8¢€) evL'al (222'2) £6¥'08€} (818'8S) - (LLe'ge) svL'eL Wo'zov't Yyore
(zL2'e) (882'182) - (12£'88) epL'oL Gve'eve Ly0'zov') (age'0L) - (ze8'1€) £vL'oL ov9'LZy'L Asrugel
sve'yz ﬁvmn.o_we s - $ (12¢'ee) $ erioL $ ozg'gzs & or9'lev'L $ ae_aut $ - $ (s52'e) $ »88'co $ zig'osy'L  § 121 kienuef
i 3 1 v 810N :
eolejeg AloAcoRy Wsunsnipy HO-B)IAA 1500 %001 avuejeg eousieg [SEYGEETY Wswishipy HO-8IUM 1800 %004 asueeqg Iuow
Buipug 5100008 %05 BujuuyBeg Bujpug 82000 $ %05 ) BuuuiBeg k
, 8007 2002 '

1102-800Z '} AVIN 3AILOS241 3LV MIN
. FDUVHOUNS LOAQ HONOUHL AHAAODAY LSOO diitiL %08
SN7d 8007 ‘0¢ INdY ® JONVIVE €281 INNOJOY 40 AHIACOIY

{dNL) WYHOONd INSWIOVNVIN ALINOILNI NOISSINSNYYL )
2-04-41S 'ON 1§3ND3Y v.iva k

- VNOZIY
NOILYHOJYOD SVO LS§3IMHLNOS

- (a)2-03-318
INIWHOVL:




uoneinoied ooz ' Ae {10864

sawinjoA peyosloid syuop z [g)

salnjoA pajosfold Jaqwaosaq ubnosyy few [}
8|qesaA003y (%001) 8002 ‘0¢ iHdy @ eouejeg [g]
SaWN|oA ase) aley [z]

6 [py ui pajsanbay se s1s09 [enjoy 200z uo paseg [|]

Page 120 of 155

Attachment RCS-5

e —————1§

gl 80°0 $ Jawoisng sad ebieyoing 104 Alyuo €l

Docket No. G-01551A-07-0504

r4? 86'0 ¢ Jawoisny lad ebieysing 1 OQ [enuuy ' raM
[ FAX3 Jawoisny Jad esn fenuuy abelany 1L
| 0L  v¥62000 ¢ _OE¥ ./B'86G ccL'8SLL  § : feloL oL
L 0.9'v¥9'902 €vL'9L %09 [s] os¥'esi 600Z qad-uer  /
| 9 09.'2e€'26E }26'90€ %06 [y] ev6'el9 8002 9°-Aey 9
, g L00'GLE"} el z00'sie’t goozudy g
| .
W @ (8) (p) (9) (@ (e)
| shieyoing ~ Tzlsafes wiayl ajqeianoosy psmojlesig 1500 pousd
7 wuey] Jad pajosfoid
| pajeinoen
| 14 EvL'oL ¥18'026 102 14
| € evL'ol 16026 0102 €
| 2 evL'oL ¥16'026 6002 [4
i b £¥.'9L ¥16'026 8002 b
W Zi /()
() (@ (e)
‘ON : sajewisy [1] sejeumsy ECETN ‘ON
au >_..=:o_>_ lenuuy lepusied |ul

800Z ‘L AVIN IAILOT 44T 31V M3IN
IDUVYHOUNS 10d HONOUHL AHIACITY LSO dINIYL %09
SN1d 8002 ‘0 1dY @ JONVIVE €28} INNOJOV 40 AHIAODAY

NOILVINOTYO 394UVHOUNS ALT4VS INIT3did L0
2-0}-418 "ON 1s3anLad viva
VNOZRiY
NOLLYHOJHOD SVYO LSIAMHLNOS

(8) 2-01-418
INFWHY




Docket No. G-01551A-07-0504

Attachment RCS-5

Page 121 of 155

{a) 201448
INAWH?

ki

wiey] Jad ajey 8002 ‘1 Aey

ovL V8L $ 816'0LL'EVL
826'L92 v6200°0 2.6'666'06
8.V'651 ¥6200°0 952'vPe'vs
T YA ¥6200°0 9vS'ee6 Ly
0L1'2L1 ¥6200°0 8¢1'e51 '8¢
bl'LoL ¥6200°0 £66'9v9'0€
vaL'vllL ¥6200°0 9£0'828'8¢
682'221 ¥6200°0 £¥8'v6S LY
ci18'ovi ¥6200°0 9/€'9£6'6Y
G80'6LL ¥6200°0 L2L'EL6'09
899'v¥T ¥6200°0 l9g'02e'e8
882'28¢ ¥6200°0 GG1212'26
1v2'0Ze $ ¥62000 $ G15'226'801
>._0>000m_ ajey SAUINJOA
loa loa ase) ajey
Jeap 189

laquiaoa(d
IagquianoN
18g0jo0
Jaquweydag
1snbny
Ainp

sunp

ey

ftidy
yolep
Keniqa4
Aenuep

INNMIHL M3d J.LVH ANV SHVT10d ANIA0DIY dNiML

2-01-41S "ON 1S3ND3Y viva

NOILVHOdY0D SVO LSIMHLNOS

VNOZIdV

iL0BgA




Attachment RCS-5

Docket No. G-01551A-07-0504

Page 122 of 155

(8)Z-01-418
INTWHS

oL

< W O~

N

.oz
our

uonensfed 6002 ‘I AeN

sawnjoA pesfold judy ybnousyy enuer [p]
sawnjoA peysfold Jeqweseq ybnosyy Aei [g]

SawinjoA ese) ejey [z]

'8 [py Ul pajsenbay s s}s0) [BMOY L00Z uo peseq (1]

000 9 swolisng 18d mm;m:ohsw 104 zjco_z 0t
G600 ¢ Jswoisny lad obieyaing §0Q [enuuy 6
(A% j8wosny Jad asn [enuuy ebeieay 8
610000 $ 8L60LL'EPL GLL'LLL $ [ejoL L
8G1'8//'06¢e o98¥'cGl %05 (bl 1.6'00¢ 010Z ddy-uer g
09.'2££'26€ 116'90€ %05 [e] eve'elo 600z %eQ-AeN G
(z8z'6¥¢E) _ (zsz'618) |eg paugje@ 6002y ¥
¢ . (a) (p) (0) (q) (e)
_ abieysing [Z] sejeg ulay 8]qB18A098Y pamojiesiq 180D poued
" ulayl Jed pejosloid
paeinsien _
£rl'9l ¥16'026 Loz £
evL'el ¥16'026 0Loz [4
; £vl'9L ¥16'026 6002 |
rAWAC):
(2) (q) ()
sajewinsy “T1} serewnsa iea )\ ‘ON
Alyjuopy {enuuy Jepus|e)d aull

JONVHONNS LOG HONOYHL AYIAODHY LSOO dINRL %08

6002 ‘I AVIN 3AILOT443 ALVH M3N

'

NOILYINDTVO 3OUVHOUNS AL34VS 3NIN3did 10d
Z-01-4.1S "ON 1S3ND3Y vivad

VYNOZIMY

NOILYHOdHOO SVO LSIMHLNOS

11.068A




-07-0504

01551A

DPocket No. G

Attachment RCS-5
Page 123 of 155

(8) 2-01-418
INIWHE

i

wuay] Jad e1ed 6002 'L Ae

19%'LLL $ 816'0LL'EVL
6¥9 €l GL000°0 Z.6'666'06
LE1'8 610000 9sz'vve'vs
062'9 G1L000°0 ovg'ees’ Ly
£21'G 610000 8€1'€G1'8E
16Y'S GL000'0 £6G'0¥9'0¢
vZ8's 610000 0£0'828'8E
6€£2'9 SL000°0 £P8'¥6S LY
06%'L 610000 9/€'0E6'6Y
LEL'S 610000 1Z1'€16'09
£8v'Cl 610000 19£'022'¢c8
869'vi §1000°0 6GL'L1L'L6
mmm.wr $ GL000°0 $ Gl6'/z6'80l
Al8AO28Y ajey S8UWNOA

© 104 l1oa ase) ajed

Jea) )se})

JequaoaQ
JOQUWIBAON
12G0100
Jequig)das
1snbny
Ang

aunp

Rep

ludy
yolep
Aeniga
Kenuep

WMIHL ¥3d 31VH GNY SNV1100 ANIA0D3H JWRLL

Z-0i-41S 'ON 183ND3x viva

NOILYHOJHOD SVO LSIMHLINOS

YNOZIMY

1L066A




Docket No. G-01551A-07-0504

Attachment RCS-5

Page 124 of 155

(8)z-01-418
INIWH?

Y

M <t WO

.cz
aur

uonenoled 0102 'L Ae

sawN|OA pejoefold judy ybnoay Aenuep (i)

sawnjop peyelold Jequasaq ybnoiyy Aepy [g]
sawn|oA ase) ajey (el

6 [Py Ul peisenbey] se $150Q [enjoy 2002 uo paseg [}]

p——————————
200 ¢ J8woisny Jad abieyaing 1 0Q AlUuo 6
|
V 120 ¢ Jawoisny Jad abieyoing 10Q [enuuy 8
A% Jawiojsny 19d asn _mzcr_( mmmum>< A
290000 $ 816°0LL'ERL 991 '09Y $ [ejol 9
851'8/2'06¢ 98¥'esl %05 (bl 116'00¢ LLoz Jdy-uer g
09.'2€£'26¢ 126'90€ %08 [e] ev6'elo oL0Zoea-AeNy ¥
(162) (162) |eg peuejeg 0402 1Y €
() (®) (p) (0) (a) (e)
abieyoing 1Z] sejles wiayl 3|qBIan009y pamoljesia 150D polad
wiay] led pajoaloid
paje|najed
: evL'9l ¥16'026 1102 z
£¥1'9L ¥16'0Z6 0102 L
ZL/(a) \
(o) (q) . ()
selews3 TiTsejewnsy | IT=EYN ‘ON
>_Eco_>_ fenuLly ” Jjepusie) aul

0102 ‘I AVIN 3ALLO3:43 31VH MaN

3DUVHIUNS 10d HONOYH.L AYIAQDIY 1SOD diNiML %08
NOILYINDTVD FOUVHOUNS A134VS ANIN3dId 10d
Z-01-41S "ON 1S3ND3IY viva
VNOZRMV
NOILYHOdYO0O SV LSIMHINOS




Attachment RCS-5
Page 125 of 155

Docket No. G-01551A-07-0504

(8) z-01-418
ININHC

1

uuayl Jad syey 010z ‘L AeiN

62.'09Y $ 81L6'0LL'EYL
8Ly'9s 29000°0 Z.68'G66'06
leg'ee 29000°0 9GZ'byT'vs
666'ST 290000 oyG'ees'l v
669'€T 290000 8€1'egl'8e
1zL'ee 290000 £65'09'0¢
£20'2 29000°0 9£0'828'8¢E
68.'G2 290000 ey8'ves' Ly
196'0¢ 29000°0 9/¢£'0£6'6Y
99/'/¢ 29000°0 LZ1'c16'09
16G'LG 290000 19e'0ZZ'e8
685°09 29000°0 GGL'LLL'L6
GeG'L9 $ 290000 $ glg'2z6'80L
Aisnoday aley SOWNjoOA
104 10d ase) ajey
JeoA isel

JequiaoaQ
JOQLUBADN
18q0100
Jequisydeg
ysnbny
Anp

aunp

Kep

fLdy
yosen
Aenige
Renuep

WMIHL ¥3d 3LV ANV SHVY 1100 ANIACDIY dINRIL

2-01-418 'ON 1S3NDIH viva

NOILVHOJHO0D SVO 1SIMHLNOS

VYNOZIY

1L066A




Attachment RCS-5
Page 126 of 155

Docket No. G-01551A-07-0504

(8) z-01-418
ININHS

{

T~

w0

o<

oN
aul

—

uojienoleg 11Oz ‘I Aew

11066A

sawnjop pejoafold taqojo ybnoay Aep (€]

1

sawnjop @se) ajey (z]

6 [Py :__ _um,uww:cmm se $}s09 [en)oy 200z uo peseg [1]

€00 ¢ Jawoisny Jad abieyaing 10Q Alyiuo L
1€0 ¢ EEQW:O 18d m@mcm.sm 10@ lenuuy 9
zee Jawosny Jed asn lenuuy abelaay S
£8000°0 | $ 2£6'260'LbT 699'62Z $ jejo}, 1%
2€G'260'LpC 822'0€¢ %05 €] Lsy'oov 110z 18qoR0-Aey €
; (£96) (e98) | leg pausjed LLOZ AV €
0] (a) . (p) -~ (9) () (e)
abreyding [z] sejeg wisyl 8|qeIaA00Y pamoyesia 1800 pouad
wayy Jed pajoafold :
paleinoed _ _
: £v.L'0L #16'026 1102 b
RANAC)
- (9) (@) (e)
sa)ewisa 11] s@yewns Jea A ‘ON
Ayyuopy |enuuy Jepueje) aun

L4102 ‘L AVIN SALLOT 44T 3L M3AN

FOUVHOUNS 100 HONOUHL AMIN0ITY L1SOD dNiL %09

e e e e

NOLLVINO TV 3DUVHOUNS ALA4VS ANIT3dId 10A
Z-01-41S ‘ON 183ND3H Viva
YNOZiV
NOILYHOdHO0O SV LSTIMHLNOS




Docket No. G-01551A-07-0504

Attachment RCS-5
Page 127 of 155

(8) z-01-418
INIWHE 1

wisy) Jad 9.y 110z ‘L Aepy

1

£60°169 $ 816'0LL'spL
9z9'v8 £6000°0 ¢.6'666'06
Ly¥'0S £6000°0 9gZ'vvZ'vs
866'8€ €6000°0 ors'ees Ly
z8y'se £€6000°0 8€1'EG1'8€E
180'vE £€6000°0 £65'ov9'0¢
oLi'oe £60000 9£0'828'8¢E
€89'8€ £6000°0 ev8'veS LY
Loy o £6000°0 9.£'9€6'6Y
69'9S £6000°0 LZL'eL6'09
GBE'LL £60000 L9¢g'0zE'es
118°06 €6000°0 GGL'LVL'L6
€0¢'101 $ €6000°0 $ 615',26'80L
Atenosey ajey was,_:_o>

10d 104 ase) ejey

: Jea) jsel

Jaqwaoseq
JAQIBAON
1840100
laquiaydeg
snbny
Anp

aunp

Aepy

[udy
youew
Aeniga4
Aenuer

INM3HL H3d 3LV ANV SHVT10d ANIA0DIY dWIML

Z-01-41S "ON LS3N0 viva

NOLLYHOd¥OD SVYO LSAMHLNOS

VNOZIY

iL0bsa




Docket No. G-015651A-07-0504
Attachment RCS-5
Page 128 of 155

' 294-014
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-8
(ACC-STF-9-1 THROUGH ACC-STF-9-21)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 28, 2008

Request No. ACC-STF-9-14:

Injuries and Damages. Refer to the response to STF-1-66 and WP Schedule C-2,
sheet 72, Adjustment 10, line 12. Please confirm that the test year amount of
$450,132 shown on the referenced workpaper relates to Arizona jurisdiction only.
If so, please reconcile this amount to the response to STF-1-66, which indicates
test year expense of $472,757 for Arizona jurisdiction. [f not, please identify the -
Arizona expense amount and explain fully.

Respondent: Revenue Requirements

Response:

Attached is a corrected Attachment to the Company's response to STF-1-66. A
negative $66,728 recorded in May 2006 to Self-Insured Retention was listed under
Southern Nevada instead of Arizona. The net recorded test year Arizona activity for
Self-Insured Retention is a negative $558,765, as shown on the corrected
schedule attached and in Schedule C-2, Adjustment 10, Line 13 (f). Please refer to
the Company's response to STF-9-15 for detail of test year charges for Arizona
Self-Insured Retentlons

The negative $450,132 shown on WP Schedule C-2, Sheet 72, Adjustment 10,
Line 12 should have been a negative $449,856, which is the number shown on
schedule C-2, Adjustment No. 10, Line 14(f). The difference is due to use of a
rounded Arizona Four Factor in the workpaper. The negative $449,856 is the net
of the recorded $220,000 System Allocable Self-Insured Retention shown on Line
9 (d) of Schedule C-2, Adjustment less the Paiute MMF allocation and then
allocated to Arizona to net $108,909. When the test year recorded negative
$558,765 is added to the positive $108,909, the net is a negative $449,856.

(Continued on Page 2)
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Response to ACC-STF-9-14: (confinued)

The $472,757 shown on the Company's response to STF-1-66 should have been
$406,029 and is the net of three numbers. The first number is $467,270, which
represents the test year recorded legal and other fees. The Company is not
proposing any adjustment to this amount and is requesting that the test year
amounts be used to establish rates in this proceeding. The second number is
$497.524, which represents the test year recorded amounts related to workers
compensation. The Company is self-insured for this expense and is requesting the
recorded amount of $497,524 for inclusion in rates in this proceeding.

The third number is the negative $558,765, which is the net test year activity for
Self-Insured Retentions and is the subject of Adjustment No. 10. The Company's
adjustment consists of two parts: 1) removal of the negative recorded $558,765
and replacement with a 10-year average of total Company Self-Insured Retentions
after allocation to Paiute and 2) the Arizona Four Factor applied to the balance net
of Paiute allocation.

Attached are two schedules detailing the flow of the Account 925 activity from
recorded test year April 2007, adjustments and the adjusted amount requested.
The first schedule is per the Company's filing, which leaves the negative number
under the direct category and increases the system allocable portion accordingly in
order to derive the Company's requested amount. The second schedule
demonstrates how the adjustment would look if the Direct Account 925 category of
the schedule removed the negative $558,765 leaving $964,794 direct instead of
the filed $406,029 and reduced the system allocable portion accordingly and
requested an Arizona allocation of system allocable of $7,204,060, instead of the
filed $7,762,825. In both instances, the Company's total direct and allocated
request would be $8,168,854.

A third set of schedules adjust the Injuries and Damages expense to reflect the
$300,000 reclass error discussed in the Company's response to STF-1-53 (2) and
STF-9-15. A $300,000 adjustment to Self-insured Retentions was recorded as a
credit to Account 923, Outside Services, when it should have beén a credit to
Account 925. The Arizona recorded negative $558,765 activity should have been
a negative $858,765.

Finally, attached is the monthly activity for the calendar years 2004 - 2006 and the
test year ended April 2007 for all Southwest rate jurisdictions and System Allocable
expense in the categories detailed in the Company's response to STF-1-66.
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295-011
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 29, 2008

Request No. ACC-STF-10-11:

May 2005 leaking gas line fire. Refer to the 2006 financial statements at page 33,
Insurance Coverage. (A) What amount of expense did Southwest include in the
test year for litigation and settlement costs relating to the May 2005 leaking gas
line fire related lawsuit? Identify the amounts by account. (B) Didthe settlement in
the fourth quarter of 2006 deplete the Company's maximum self-insured retention .
of $11 million? If not, please identify the impact of the settlement on the self-
insured retention. (C) ldentify all expense in the test year, by account, related to
accruals for the self-insured retention. (D) Please provide comparative amounts
for each year, 2003, 2004, 2005, 2006 and 2007, by account, for charges to
expenses for incurrence of self-insured liabilities. (E) Please provide comparative
amounts for each year, 2003, 2004, 2005, 2006 and 2007, by account, for
expenses related to the buildup of a balance in the self-insured retention account.
(f) Please identify the monthly balances in the self-insured liability retention
account from December 31, 2002 through December 31, 2007. (G) Please provide
the information in parts c through f in Excel.

Respondent: Revenue Requirements

Response:

A) Attached is a workpaper that calculates the impact of the above referenced
incident on the current rate case. The referenced incident is an example of a claim
that can reach and even exceed the $5 million aggregate.

B) Yes. The above incident exceeded the $10 million aggregate in effect at the
time of the occurrence.

C) Please refer to the Company's response to STF-9-14. Also please refer to
Workpapers Sch. C-2, Adjustment No. 10, Sheets 72 to 75 for the net activity of
self-insurance accruals for the 10 years ending April 2007.

D) and E) Please refer to the Company's response to subpart C) above.

F) Attached is a file providing the debit and credit activity for Account 228.2 for the
period January 2003 through December 2007
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SOUTHWEST GAS CORPORATION

DATA REQUEST NO ACC STF-10-11

Docket No. G-01551A-07-0504

ACCOUNT 228.2 ACCUMULATED PROVISION FOR INJURIES AND DAMAGES
FOR THE PERIOD JANUARY 2003 THROUGH DECEMBER 2007

Beg End
Month Year Balance Debits Credits Balance
January 2003 $ (2,450,000) $ 0 $ (1,025000)$ (3,475,000)
February (3,475,000) 0 (45,000) (3,520,000)
March (3,520,000) 0 (450,000) (3,970,000)
April (3,970,000) 50,000 0 (3,920,000)
May (3,920,000) 100,000 0 (3,820,000)
June (3,820,000) 0 0 (3,820,000)
July (3,820,000} 0 (75,000) (3,895,000)
August (3,895,000) 236,000 0 (3,659,000)
September {3,659,000) 399,491 0 (3,259,509)
October (3,259,509) 0 D (3,259,509)
November (3,259,509) 175,000 0 (3,084,509)
December (3,084,509) 0 {865,000) (3,949,509)
January 2004 (3,949,509} 144,000 0 (3,805,509)
February (3,805,509) 145,000 0 (3,660,508)
March (3,660,509) 1,500,000 {50,000)  (2,210,509)
April {(2,210,509) 0 0 (2,210,509)
May (2,210,509) 0 (300,000)  (2,510,509)
June (2,510,509) 3,000 0 (2,507,509)
July (2,507,509) 0 (370,000)  (2,877,509)
August (2,877,509) 0 (350,000) (3,227,509)
September (3,227,509) 127,500 (570,500) (3,670,509)
October (3,670,509) 0 0 (3,670,509)
November (3,670,508) 787,500 (532,500)  (3.415,509)
Becember (3.415,509) 133,654 0 (3,281,855)
January 2005 (3,281,855) 17.500 (249,491) (3,513,846)
February (3,513,846) 32,500 (170,251)  (3,651,597)
March (3,651,597) 247,500 (335,000) (3,739,097)
April {3,739,097) 79,097 0 (3,660,000)
May (3,660,000) 0 (75,000)  (3,735,000)
June (3,735,000) 36,500 (75,000) (3,773,500)
July (3,773,500) 0 (67,846) (3,841,346)
August (3,841,346) 25,000 (35,930) (3,852,276)
September (3,852,276) 122,000 {217,000) (3,947,276)
October (3,947,276) 0 (1,162,700) (5,109,976)
November (5,108,976) 57,320 (74,000) (5,126,656)
December (5.126,656) 1,049,000 (9,969,103)  (14,046,759)
January 2006 (14,046,759) -—-396,613 - - (13,497) - (13,663,643)
February (13,663,643) 0 (18,000) (13,681,643)
March {13,681,643) 0 0 (13,681,643)
April (13,681,643) 325,000 0 (13,356,643)
May (13,356,643) 0 (13,356,643)
June (13,356,643) 447,037 0 (12,909,606)
July {12,909,6086) 0 (12,909,606)
August {12,809,606) 0 (12,909,606)
September (12,909,606) 266,728 0 (12,642,878)
October (12,642,878) 0 (12,642,878)
November (12,642,878) 29,470,000 (19,028,052) (2,200,930}
December (2,200,930) 500,000 (150,000) (1,850,930)
January 2007 (1,850,830) 0 0 (1,850,930)
February {1,850,830) 76,177 (127,118) (1,901,871)
March (1,901,871) 0 (75,000) (1,976,871)
April {1,976,871) 0 0 (1,976,871)
May (1,976,871) 250,000 {25,000) (1,751,871)
June (1,751,871) 0 (1,751,871)
July (1,751,871) 44,405 (300,000) (2,007,466)
August (2,007,466) 48,500 (393,905) (2,351,871)
September (2,351,871) 0 (2,351,871)
October (2,351,871) {500,000) (2,851,871)
November (2,851,871) 426,871 (2,425,000}
December (2,425,000) 1,000,000 (200,000) {1,625,000)
Account 228.2

Attachmenf\R@shtent
Page 14GaFL89-11
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254-060
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
| ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-6
| (ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: DECEMBER 28, 2007

Request No. ACC-STF-6-60:

Injuries and damages. Refer to Mr. Mashas' testimony at pages 20-22.

A. Please provide Southwest's total injuries and damages expense for each year,
for the ten year period ending December 31, 2007.

b. Please provide the annual amount of Southwest's "self insured accruals
charged to Account 925" for each year in the ten year period ending December
31, 2007.

c. Please provide the balance in Account 228.2, Accumulated Provision for
Injuries and Damages, as of each of the following dates:

(1)  4/30/08,
(2) 4/30/07,
(3) 12/31/07.

d. Please provide the Accumulated Deferred Income Tax balance related to the
Accumulated Provision for Injuries and Damages, as of each of the following
dates:

i (1) 4/30/06,
(2) 4/30/07,
(3) 12/31/07.

Respondent. Revenue Requirements

(Continued on Page 2)
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Response to STF-6-60: (continued)

Response:

A. Attached is a schedule providing Southwest's charges to Account 925, Injuries
and Damages, for the ten-year period 1998 through November 2007.

B. The attached file referenced in part (A) above provides the "self-insured"
accruals for the ten-year period. The self-insured amounts are the net activity for
each annual period referenced. Included in the Company's C-2 workpapers,
sheets 72-75, is similar information by event, adjusted to reflect the current limits
that exist during the test year.

C. Please refer to the attached schedule for the requested balances. November
2007 is provided in lieu of December 2007, since the latter is not yet available.
December 2007 will be provided when available.

D. Please refer to the attached schedule for the requested balances. Deferred
taxes are calculated using the composite Federal and Arizona state income tax
rate of 39.529%. Again, November 2007 is provided in lieu of December 2007.
December 2007 will be provided when available.
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SOUTHWEST GAS CORPORATION
ARIZONA
RESPONSE TO STAFF DATA REQUEST NO. STF-6-60 C AND D
ACCOUNT 228 RESERVE FOR SELF-INSURANCE
ACCOUNT BALANCE AND DEFERRED TAX

Account Deferred Arizona
Month - Year 228 Tax Net Allocation
Four Factor 56.70%
April 30, 2006 $ 2425000 $ (958,578) $ 1,466,422 $ 831,461
April 30, 2007 1,976,870 (781,437) 1,195,433 677,811
November 30, 2007 13,356,643 (6,279,747) 8,076,896 4,579,600

%vx01! STF-6-60C & D
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254-060
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
* k%

ARIZONA CORPORATION COMMISSION

DATA REQUEST NO. ACC-STF-6
(ACC-STF-6-1 THROUGH ACC-STF-6-60)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: DECEMBER 28, 2007

Reqguest No. ACC-STF-6-60:

Injuries and damages. Refer to Mr. Mashas' testimony at pages 20-22.

A. Please provide Southwest's total injuries and damages expense for each year,
for the ten year period ending December 31, 2007.

B. Please provide the annual amount of Southwest's "self insured accruals
charged to Account 925" for each year in the ten year period ending December
31, 2007.

- C. Please provide the balance in Account 228.2, Accumulated Provision for
Injuries and Damages, as of each of the following dates:

(1)  4/30/06,
(2) 4/30/07,
(3) 12/31/07.

D. Please provide the Accumulated Deferred Income Tax balance related to the
Accumulated Provision for Injuries and Damages, as of each of the following
dates:

(1) 4/30/06,
(2) 4/30/07,
(3) 12/31/07.

Respondent: Revenue Requirements

Response: SUPPLEMENTAL ATTACHMENT — MARCH 25, 2008

(Continued on Page 2)
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254-060
Page 2

Response to ACC-STF-6-60: (continued)

A B&D) The attached schedule, STF-6-60 Supplemental (a, b & d), has been
updated through December 2007.

Please note: STF-6-60 (d) Revised Injuries and Damages is being
provided to accurately reflect balances as of April 2006 and
November 2007, which amounts were inadvertently switched when
originally submitted.

C) Please refer to the Company's response to STF-10-11.
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PagegifSpo EMISNTAL
STF-660 (d)
SHEET 1 OF 1

\

‘ SOUTHWEST GAS CORPORATION

' ARIZONA

| RESPONSE TO STAFF DATA REQUEST NO. STF-6-60 AND D

| ACCOUNT 228 RESERVE FOR SELF-INSURANCE
ACCOUNT BALANCE AND DEFERRED TAX

Account Deferred Arizona
‘ Month - Year 228 Tax Net Allocation
Four Factor 56.70%
April 30, 2006 $ 13,356,643 &  (5279,747) % 8,076,806 $ 4,579,600
Aprit 30, 2007 1,976,870 (781,437) 1,195,433 677,811
December 31, 2007 1,625,000 (642,346) ------982654 --- ---657,165

‘ v@301! STF-6-60 (d)
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ATTACHMENT
STF-6-60 D

SOUTHWEST GAS CORPORATION SHEET 1 0F 1
ARIZONA
RESPONSE TO STAFF DATA REQUEST NO. STF-6-60 AND D
ACCOUNT 228 RESERVE FOR SELF-INSURANCE
ACCOUNT BALANCE AND DEFERRED TAX

Account Deferred Arizona
Month - Year 228 Tax Net Allocation
| Four Factor 56.70%
i April 30, 2006 $ 13356643 §  (5279,747) $ 8,076,896 $ 4,579,600
April 30, 2007 1,976,870 (781,437) 1,195,433 677,811
November 30, 2007 2,425,000 (958,578) 1,466,422 831,461

v@ho1! STF-6-60 (d)
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295-026
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-10
(ACC-STF-10-1 THROUGH ACC-STF-10-26)

DOCKET NO.: G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION
DATE OF REQUEST: FEBRUARY 29, 2008

Request No. ACC-STF-10-26: v

Aircraft and aviation operations. (a) Please identify the investment cost and
operating cost of all owned and leased aircraft in the test year, and provide
comparable information for calendar 2004, 2005, 2006 and 2007. (b) Please
identify all costs and expenses, by account, for all owned and/or leased aircraft and
aviation operations for the test year that were charged to Arizona utility operations. -

Respondent: Revenue Requirements

Response:

Please find the attached schedule listing the operating costs associated with the
leased aircraft used by Southwest for business operations. Southwest does not
own any aircraft. The amaounts are listed by account, from 2004 through 2007, as
well as the test year, and the portion allocated to Arizona is shown. -Any amounts
that were directly charged to non-Arizona jurisdictions or below-the-line (Account
426.5) were excluded from this schedule.
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298-004
SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE
DOCKET NO. G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DATA REQUEST NO. ACC-STF-11
(ACC-STF-11-1 THROUGH ACC-STF-11-15)

DOCKET NO.: . G-01551A-07-0504
COMMISSION: ARIZONA CORPORATION COMMISSION

DATE OF REQUEST: MARCH 3, 2008

Reguest No. ACC-STF-11-4:

Amortizations. Refer to Southwest's W/P Schedule C-2, Sheet 89, Adjustment No.
14. For each item of new amortization listed in the following table, please provide
the following information: (1) the actual cost, (2) the actual date placed into service,
and (3) the documentation relied upon for the amortization period/service life:

New rti ns beginni 1231107 cwp Esimated  Estimated
Amual Balance in-Service Asset Service
Description [1] Amortization  @4/30/07 Date Amount Life
(a () © (d) (e ®

Autbcad Map 3D 2007 $ 60,000 $ 125,879 6/30/2007 $ 180,000 3years
Pi Data Access ) 8,000 25,900 6/30/2007 24,000 3years
Receivables Software 35,000 57,238 6/30/2007 105,000 3years
Load Balancer 12,667 37,780 6/30/2007 38,000 3years
MacKinney VS/Cobol License 3500 10,420 6/30/2007 10,500 3years
Citrix Presentation License 27 667 8,628 6/30/2007 83,000 3years
San Lefthand Network Expansion 5167 15,489 6/30/2007 15,500 3years
EMRSLMR Software Module : 143,333 88,406 12/312007 430,000 3years
EMRS Software 116,667 89,510 12/31/2007 350,000 3years
Oracle UPK Licenses 83,333 0 12/312007 250,000 3years
Oracle PUI Licenses 70,000 0 12/31/2007 210,000 3years

Total New Amortizafions $ 565333 $ 543,250 $ 1,695,000

Respondent: Revenue Requirements

Response:

Please see the attached worksheet for the actual in-service amounts and dates for
the projects in the above table. The EMRS/LMR Moduie is still in CWIP.

(Confinued oh Page 2}
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298-004
Page 2

Response to STF-11-4: (continued)

software license purchases under $1 million. This assignment is based on
seasoned professional judgment, and there is no documentation Southwest relied

|

|

|

|

\

i

Generally, Southwest assigns a three-year service life to small software projects or
l upon to determine a service life for the above projects.

|
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SOUTHWEST GAS CORPORATION
SYSTEM ALLOCABLE
INTANGIBLE PLANT IN CWIP AT 4/30/07
ACTUAL COST AND IN-SERVICE DATE

( Docket No. G-01551A-07-0504
|
|
|
|
|

In-Service Asset
Description [1] Date Amount
(a) (b) (©
1 Autocad Map 3D 2007 6/29/2007 $ 128,129 1
2 Pi Data Access 6/27/2007 25,900 2
3 Receivables Software 6/29/2007 76,084 3
4 Load Balancer 512412007 37,781 4
5 MacKinney VS/Cobol License 51242007 10,149 5
6 Citrix Presentation License 5/24/2007 82,628 6
7 San Lefthand Network Expansion 512412007 15,489 7
8 EMRS/LMR Software Module N/A 1] 8
9 EMRS Software 1/28/2008 195,120 9
10  Oracle UPK Licenses 12/17/2007 189,398 10
11 Oracle PUI Licenses 8/27/2007 172,400 11
-
1] This project is still in CWIP.
(1 proj )75, 07%

\
|
|
|
v7to1! Sheet!
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Page 1 of 8
Southwest Gas Corporation
Docket No. G-01551A-07-0504
Attachment RCS-6
Copies of SWG's Confidential Responses to Data Requests
and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph C. Smith
Data Request/
Workpaper No. Subject Confidential | No. of Pages | Page No.
Confidential Tax Memo |Income Tax Reserve Analysis Yes 7 2-8
Total Pages Including this Page 8
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-07-0504

The Direct Testimony of Staff witness Corky Hanson addresses the concerns of the Arizona
Corporation Commission’s (“Commission”) Office of Pipeline Safety (“OPS” or “Pipeline
Safety”) relating to the Southwest Gas request to include replacement cost of the Manors
subdivision gas distribution system in Yuma, Arizona.

Staff recommends the costs discussed in Staff witness Ralph Smith’s testimony be disallowed
from consideration in these proceedings because SWG’s original intention was to extend the
service life of the pipeline system by installing a new cathodic protection ground bed before
incorrectly connecting the wires backwards on the rectifier causing the pipeline to corrode at an
accelerated rate.
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Direct Testimony of Corky Hanson
Docket No. G-1551A-07-0504
Page 1

1| INTRODUCTION
2 Q. Please state your name and business address?

3 A. My name is Corky Hanson. My business address is 2200 N. Central Avenue, Phoenix,

4 Arizona.

5

6 Q What is your current position and how long have you been employed by the Arizona
7 Corporation Commission?

8l A. I am a Senior Pipeline Safety Inspector; I have been employed by the Arizona Corporation

9 Commission (“Commission”) for over 15 years.
10
11 Q. Please describe briefly your duties as a Senior Pipeline Safety Inspector.
12 A. Briefly, my duties include conducting annual pipeline safety inspections, conducting
13 investigations into the causes of pipeline failures, conducting pipeline construction
14 inspections, completing required reports associated with each inspection or investigation
15 and providing testimony on behalf of the Commission.
16

17 Q. Have you previously testified?
18 A. Yes, I have previously testified on behalf of the Commission.
19

201 Q. What is the purpose of your testimony in these proceedings.

21 A. The purpose of my testimony is to express the concerns Pipeline Safety has relating to the
22 cost and reasons for replacing the gas distribution system in the Manors subdivision
23 (“Manors™) in Yuma.

24




Direct Testimony of Corky Hanson
Docket No. G-1551A-07-0504

Page 2
1{{ ANALYSIS
21 Q. Does the Pipeline Safety Section have any concerns with Southwest Gas Corporation
3 (“SWG” or “Southwest Gas”) that would effect this rate case?
41 A. Yes, SWG is seeking to recover costs for the replacement in the Manors subdivision in
5 Yuma, Arizona steel pipeline gas distribution system. Pipeline Safety does not feel that
6 SWG should be able to recover these costs. The circumstances that necessitated the
7 immediate replacement of this system were the direct result of incorrect actions taken by
8 SWG personnel resulting in the failure of this system.
9

101 Q. Explain the action taken by SWG personnel that caused the failure.

11| A. During the SWG annual code compliance audit in 2006, it was noted on the inspection
12 report that SWG had not taken prompt remedial action to correct deficiencies of the
13 Manors cathodic protection (“CP”) identified during the annual CP monitoring. The CP
14 deficiency was identified on March 26, 2004. Remedial action was not completed until
15 February 28, 2006. Failure to provide adequate CP on a steel pipeline system can lead to
16 deterioration of the pipeline resulting in leaks and ultimately the replacement of the
17 pipeline. The technician responsible for making repairs to the CP rectifier system
18 connected the wiring backwards (positive to negative / negative to positive). This action
19 caused the pipeline to corrode at an accelerated rate resulting in multiple corrosion failures
20 and necessitating the immediate replacement of the steel pipeline system. SWG
21 management personnel did not identify this mistake until the system failed and required
22 replacement.

23




Direct Testimony of Corky Hanson
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Page 3
1| Q. Briefly explain what cathodic protection is and its importance in protecting the
2 pipeline.
3 A Pipe corrosion is one of the leading causes of pipeline failures. CP is a procedure by
4 which an underground metallic pipe is protected against corrosion. A direct current is
5 impressed onto the pipe by means of either a sacrificial anode or a rectifier. CP
6 monitoring is conducted once each calendar year to ensure that minimum CP is being
7 maintained on the pipeline. The duration between inspections should not exceed 15
8 months.
9
10ff Q. Briefly explain what a rectifier is, how it operates and the consequences of improper
11 installation.
12 A A CP rectifieris a device that converts alternating current (“AC”) into direct current
13 (“DC”) for use with cathodic protection. The proper way to use a rectifier is to connect
14 the positive (+) wire terminal to the anode, and the negative (-) wire terminal to the
15 | pipeline making the pipeline the cathode. In a properly installed system it is the anode
16 that loses current taking material with it until its mass is depleted thereby mitigating
17 corrosion on the cathode (pipeline). Reversing the wire connection (polarity) would cause
18 the pipe to become the anode, resulting in accelerated corrosion of the pipeline.
w 19 Southwest Gas claims that this rectifier was maintained and initialized by the same
20 Southwest Gas employee who was responsible for the Company’s failure to conduct the
21 CP monitoring in 2006.
22
23] Q. Based on your experience, could the Manors steel pipeline system have lasted for
24 many more years if adequate CP had been properly applied?
251 A. Yes, based on my CP training and experience both as an operator and Pipeline Safety
26 Inspector, this system could have lasted for many more years. I also consulted with co-
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workers Marion Garcia (Chemical Engineer) and Ryan Weight (Mechanical Engineer).
Both also have extensive cathodic protection experience, and both agree with my
assessment of this system. Pursuant to regulations, SWG had the option to either replace
the pipeline with plastic pipe (which does not require cathodic protection), or install CP.
Ground bed anodes on impressed current systems are normally designed to last, at a
minimum, 20 years. When SWG made the decision to replace the ground bed instead of
replacing the pipelines it was evident that the pipeline was in a condition that could be
preserved. Clearly, the intent was to extend the service life of the system. For SWG to
expend the cost and effort to replace the CP ground bed to restore CP to the Manors’ steel
system, it is obvious that SWG planned on these actions extending the service life of this
system. Through only 11 months of operation using an incorrectly installed rectifier, the
pipeline was corroded to the point of being no longer operable. It is true that the pipeline
had been in service for 50 years. However, as SWG’s service life extension efforts
demonstrate, there was no present need to replace the pipeline. SWG’s actions are
consistent with Staff’s belief that the pipeline had significant remaining life that could

have been extended with proper cathodic protection.

But for the improper repairs made by an SWG field technician, the Company would not be
incurring this expense. Customers should not have to pay for a new system when the
Company’s own mistakes and improper repairs lead to the system’s failure and need for

replacement.

Q. Have you reviewed the list of 68 contracts provided by SWG to determine whether
the projects were used and are useful?

A. Yes.
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Q. Does the Pipeline Safety Section have any additional concerns regarding the used
and useful analysis of the list of 68 contracts that would affect this rate case?

A. No.

RECOMMENDATIONS
Q. What is your recommendation in this case?
A I recommend that SWG be permanently disallowed from including the cost relating to the

Manors replacement project for consideration in this rate case and any future rate cases.

Staff witness Ralph Smith addresses the calculation of the disallowance in his testimony.

Q. Does this conclude your Direct Testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-07-0504

My testimony addresses the Revenue Decoupling.

The Company proposes a full Revenue Decoupling Mechanism. Mr. Miller states that full
Revenue Decoupling is reasonable for three reasons: 1) because it removes a major obstacle to
promoting the goals of energy conservation and efficiency, 2) it is fair to the utility, its
shareholders and its customers and 3) it is likely to reduce the burden on the Commission's
regulatory resources, because greater earnings stability is likely to reduce the frequency of
Southwest's rate cases.

There has been no showing in this case that the lack of Revenue Decoupling is a major obstacle
to the promotion of energy efficiency. When the Company filed its DSM program in June 2006
it proposed to increase funding by 16 percent above prior levels.

There has also been no showing that Revenue Decoupling is fair to customers. While it is clear
why the utility and its shareholders want to protect net income, ratepayers generally don’t like
clauses that are designed to automatically increase their bills.

The argument that the Company will be able to reduce the frequency of rate cases is
unimpressive. The Company last raised rates in April 2006 by just under $50 million per year.
In this case the Company is asking to increase rate by another $50 million with the single largest
factor being identified as the cost of capital — over $20 million. Any effect of decreased margin
due to energy conservation is dwarfed by other factors impacting the Company’s financial
position.

Contrary to the Company claim that Revenue Decoupling has broad support, while is it true that
NARUC endorses the idea that State Commissions should review and consider decoupling,
NARUC has also advised caution. In its September 2007 FAQ sheet on decoupling NARUC
states that “Decoupling is a substantial departure from traditional rate-making, and may be new
to States and utilities. Therefore it makes sense to approach implementation with caution,
considering corrective mechanisms to ensure that the change in structure has the intended effects
and avoids harmful unintended consequences.”

As to the efforts of other States, decoupling has had a varied past. States like Washington,
Maine and New York adopted decoupling and then dropped it. While the Company notes that
Washington Gas Light has full revenue decoupling in Maryland, the utility proposed the idea in
its rate case in the District of Columbia, parties opposed it and the Company withdrew the
proposal in a settlement of the rate case.

The Company’s proposal also lacks of stakeholder support. In Decision No 68487 the
Commission directed the Company to coordinate its efforts with all affected stakeholders. From
that process RUCO has filed comments that the meetings proved useful in that the parties were




able to identify weather as the true cause of SWG’s inability to recover at approved levels, and
the conservation efforts are of relatively little significance to the under-recovery phenomenon.

The Company should not be permitted to ignore the outcome of the collaborative process in this
| rate case. If they actually had a case to make they should have presented it to stakeholders and
| gotten their support. The Company has failed in its burden of proof that decoupling is necessary
or will work to achieve the goal of promoting energy efficiency.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a
consulting firm providing services regarding the electric utility industry and specializing
in the fields of rates, planning and utility economics. My office address is 120

Washington Avenue, Albany, New York 12210.

Q. Please describe your educational background and professional experience.

A. I received a Bachelor of Science degree in Chemical Engineering from Clarkson College
of Technology in Potsdam, New York (now Clarkson University) in 1981. I received a
Certificate in Regulatory Economics from the State University of New York at Albany in
1990. From 1981 through February 1997, I served on the Staff of the New York State
Department of Public Service (“DPS”) in the Rates and System Planning sections of the
Power Division. My responsibilities included resource planning and the analysis of rates,
depreciation rates and tariffs of electric, gas, water and steam utilities in the State. They
also encompassed rate design and performing embedded and marginal cost of service

studies as well as depreciation studies.

Before leaving the DPS, I was responsible for directing all engineering staff during major
proceedings including those relating to rates, integrated resource planning and
environmental impact studies. In February 1997, I left the DPS and joined a firm called
Louis Berger & Associates as a Senior Energy Consultant. In December 1998, I formed
my own Company. In my 27 years of experience, I have testified as an expert witness in
utility rate proceedings on more than 60 occasions before various utility regulatory bodies,

including this Commission, the Nevada Public Utility Commission, the New York State

Department of Taxation and Finance, the New York State Public Service Commission, the
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Connecticut Department of Utility Control, the Rhode Island Public Utilities Commission,
the Michigan Public Service Commission, the Vermont Public Service Board and the

Federal Energy Regulatory Commission.

Q. Have you prepared an attachment summarizing your educational background and
regulatory experience?

A. Yes. Attachment FWR-1 provides details concerning my experience and qualifications.

Q. On whose behalf are you appearing?

A. I am appearing on behalf of the Arizona Corporation Commission (“ACC” or
“Commission”) Utilities Division Staff (“Staff™).

REVENUE DECOUPLING

Q. What is the scope of your testimony in this case?

A. [ will address the Company’s presentation of full Revenue Decoupling as presented by
Company Witnesses Ralph Miller and A. Brooks Congdon.

Q. What is the Company proposing in this case?

A. In Southwest Gas Corporation’s (“SWG” or the “Company”) the last case, Docket No. G-

01155A-04-0876, the Company proposed a Conservation Margin Tracker to address the
Company’s ongoing inability to achieve its authorized rate of return due, at least in part, to
declining per customer usage on its system. In that case, Decision No. 68487, the
Commission found that there was conflicting evidence in the record as to whether the
declining usage will continue and whether conservation efforts are the direct cause of

Southwest Gas’ inability to earn its authorized return. In this case, Company witness A.

Brooks Congdon states that Decision No. 68487 did contain several references to the need
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to promote maximum energy efficiency. Based on these references, he concludes the
Commission is clearly committed to protecting energy supplies for future Arizona
generations (Congdon, page 4). Company Witness Ralph Miller recommends the
adoption of full Revenue Decoupling for Southwest's residential customers and all but its

largest general service customers. (Miller, page 4).

Mr. Miller states that Revenue Decoupling is a rate design alternative to traditional rate
design. Under traditional rate designs, he states that a large fraction of a utility's non-gas
cost recovery is achieved through volumetric rate components. Revenue Decoupling
breaks or weakens this linkage between a gas utility's non-gas revenues and its volumetric
sales or total throughput. Full Revenue Decoupling eliminates the linkage completely.
Partial decoupling weakens the linkage but does not eliminate it. (Miller, page 2). The
proposed Revenue Decoupling Adjustment Provision (“RDAP”) and Weather
Normalization Adjustment Provision (“WNAP”) together accomplish full Revenue

Decoupling. (Miller, page 4)

Please explain the proposed WNAP?

In SWG's proposed weather normalization provision, the adjustment is made each month
to reflect the difference between actual and normal weather in that month (Miller, p. 10).
Company witness Miller states that this timing is similar to SWG's current system of
making small changes to the monthly gas cost, which has proven acceptable to customers.
Company witness Miller argues that weather normalization benefits the Company because
it eliminates the fluctuations in non-gas revenue that would otherwise occur whenever the
actual weather is colder or warmer than the normal weather used for the test year to design

the utility's rates. SWG also argues that a weather normalization provision is a benefit to

ratepayers. SWG argues that weather normalization moderates the fluctuation in the
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1 customer's bill that occurs when weather is colder than normal and when it is warmer than
2 normal. Under the proposal, in colder than normal months, the customer's bill increases
3 less than it would under a traditional rate design, and in warmer than normal months, it
4 decreases less than it would under a traditional rate design.

6] Q. Please explain the proposed Revenue Decoupling Adjustment Provision (“RDAP”)?
7

A. The RDAP is styled after a mechanism recently approved by the Public Service

8 Commission of Utah for Questar Gas Company (Congdon, page 7). The proposed RDAP
9 provides for recovery of non-weather related dollar differences between actual and
10 authorized non-gas revenue by recording monthly differences in non-gas revenue per
11 customer in a deferred account and recovering the balance annually through a rate
12 adjustment (surcharge). The Company claims that the process is identical in nature to the
13 accounting for Southwest's Purchased Gas Cost Adjustment Provision (Congdon, page 5).
14

154 Q. What is the Company’s reasoning for proposing full Revenue Decoupling?

16 A. The Company states that consideration of the promotion of the goal of energy efficiency
17 in the regulatory process is important because utilities are in a position to influence energy
18 usage decisions, which affect energy conservation and efficiency. The Company states
19 that utilities can promote the energy efficiency goal through advertising, through
20 promotional programs, and through other activities too closely tied to the provision of
21 utility services to be conducted independently by third parties. SWG states that regulators
22 seeking to promote energy conservation and efficiency should establish regulatory policies
23 that encourage utilities to support the achievement of these goals. SWG argues that
24 traditional rate designs are adverse to energy conservation and efficiency because they
25 impose a financial penalty on gas utilities whenever usage per customer decreases. Thus

26 they create a financial disincentive for the utility to support any program that reduces
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1 customer usage, even if that program is an efficient use of resources for the economy as a
2 whole (Miller, page 8).
3
4 Mr. Miller states that full Revenue Decoupling is reasonable for three reasons: 1) because
5 it removes a major obstacle to promoting the goals of energy conservation and efficiency,
6 2) it is fair to the utility, its shareholders and its customers and 3) it is likely to reduce the
7 burden on the Commission's regulatory resources, because greater earnings stability is
8 likely to reduce the frequency of Southwest's rate cases (Miller, page 4).
9
10ff Q. Do you agree with these reasons?
11| A. No. While proponents of energy conservation efforts want to remove as many obstacles
12 as possible, there have been no showing in this case that the lack of Revenue Decoupling
13 is a major obstacle to the promotion of energy efficiency. When the Company filed its
14 DSM program in June 2006 it proposed to increase funding 16 percent above prior levels.
15 There has also been no showing that Revenue Decoupling is fair to customers. While it is
16 clear why the utility and its shareholders want to protect net income, ratepayers generally
17 don’t like clauses that are designed to automatically increase their bills. Finally, the
18 argument that the Company will be able to reduce the frequency of rate cases is
19 unimpressive. The Company last raised rates in April 2006 by just under $50 million per
20 year. In this case the Company is asking to increase rate by another $50 million with the
21 single largest factor being identified as the cost of capital -- over $20 million. Any effect
22 of decreased margin due to energy conservation is dwarfed by other factors impacting the
23 Company’s financial position.
24
|
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1 Q. Does the Company have any other reasons for proposing full Revenue Decoupling?

21 A. Yes, the Company claims that traditional rate designs hamper a company's ability to
3 recover its authorized cost per customer because non-gas revenues vary with weather-
4 related and other changes in use per customer. Traditional rate designs also penalize
5 utilities for promoting economically efficient conservation. According to the Company
6 full Revenue Decoupling is important because it solves these problems. It promotes a
7 utility's financial health, while allowing the utility to aggressively promote economically
8 efficient conservation with no attendant financial harm (Miller, page 3).

9

10 Q. Do you agree with this reason?

11y A No. This is an argument that a rate design with a volumetric component adds risk to the
12 Company’s ability to earn its net income because usage can vary with weather, and the
13 Company has been vociferous on this subject. In its 2007 10-K filing with the Securities
14 Exchange Commission the Company stated “Weather is a significant driver of natural gas
15 volumes used by residential and small commercial customers and is the main reason for
16 volatility in margin. Space heating-related volumes are the primary component of billings
17 for these customer classes and are concentrated in the months of November to April for
18 the majority of the Company’s customers. Variances in temperatures from normal levels,
19 especially in Arizona where rates remain leveraged, have a significant impact on the
20 margin and associated net income of the Company. Differences in heating demand,
21 caused primarily by weather variations between 2006 and 2005, accounted for a $3
22 million increase in operating margin.” In its 2007 Annual Report to shareholders, the
23 Company reported “Unfortunately, we were disappointed that the ACC did not approve
24 the key rate design proposals the Company made to mitigate the effects of weather
25 volatility and customer conservation resulting from higher natural gas prices and more

26 efficient building standards in new construction. And while the weather improved over
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the prior year, it was still warmer than normal and, consequently, our operating margin in

Arizona was negatively impacted.”

Q. Does the Company have any other justification for Revenue Decoupling?

A. Yes, company Witness Ralph Miller states that Revenue Decoupling has broad support.
He notes that the traditional use of volumetric rates to recover fixed costs that are
independent of sales volume has been an issue for many years. Mr. Miller points to
FERC’s adoption of a straight fixed-variable (“SFV”) method of rate design for interstate
pipelines in its Order 636 in April 1992. Within the past few years, Mr. Miller states that

there has been intense interest in full Revenue Decoupling for gas distribution utilities.

Mr. Miller points to a Joint Statement of the American Gas Association (“AGA”) and the
Natural Resources Defense Council (“NRDC”), which the AGA and NRDC submitted to
NARUC in July 2004 (“the Joint Statement”). The Joint Statement explained that
traditional volumetric rates are a "significant financial disincentive for natural gas utilities
to aggressively encourage their customers to use less gas", and it supported "mechanisms
that use modest automatic rate true-ups to ensure that a utility's opportunity to recover
authorized fixed costs is not held hostage to fluctuations in retail gas sales." The Joint

Statement was submitted as Exhibit 1 to the pre-filed testimony of Ralph Miller.

Mr. Miller also points to a Resolution on Gas and Electric Energy Efficiency, adopted by
the NARUC Board of Directors on July 14, 2004. SWG notes that the NARUC Board
encourages State Commissions to review and consider the recommendations in the Joint
Statement. The resolution was submitted as Exhibit 2 to the pre-filed testimony of Ralph

Miller.
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1 Mr. Miller also notes that certain states have supported decoupling. SWG points to the
} 2 fact that Nevada adopted legislation to permit Revenue Decoupling. The Company notes
3 that Maryland adopted full Revenue Decoupling for its two large gas utilities, Baltimore
4 Gas and Electric Company and Washington Gas Light Company and that California did it
5 more than 20 years ago. Company witness Miller testified that among the states with full
6 or essentially full Revenue Decoupling linked to conservation programs are Oregon, New
7 Jersey, Missouri and Utah. Mr. Miller also noted that Colorado, Indiana, Ohio, and
8 Washington each adopted at least partial decoupling sometimes on a pilot or test basis. He
9 also notes that a few states, including North Dakota and Georgia, have allowed full
10 decoupling in the form of SFV rate designs (Miller, page 6).
11

121 Q. Do you agree that there is broad support for full Revenue Decoupling?

13]| A No. First, while is it true that NARUC endorses the idea that State Commissions should

14 review and consider decoupling, NARUC has also advised caution. In its September 2007
15 FAQ sheet on decoupling NARUC states that “Decoupling is a substantial departure from
16 traditional rate-making, and may be new to States and utilities. Therefore it makes sense
17 to approach implementation with caution, considering corrective mechanisms to ensure
18 that the change in structure has the intended effects and avoids harmful unintended
19 consequences.” I have attached the FAQ sheet as Exhibit FWR-2.

20

21 As to the efforts of other States, decoupling has had a varied past. States like Washington,
22 Maine and New York adopted decoupling and then dropped it. Maine pioneered a fully
23 Decoupled rate design with Central Maine Power in 1991 but faced a recession in the
24 early 1990s. The sudden and sharp downturn in the Maine economy reduced consumption
25 to a much greater degree than the utility’s efficiency efforts and the recession resulted in

26 lower electricity sales. The Decoupling adjustment adjusted rates to reflect pre-recession
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1 target revenues and the adjustments caused rates to go up. Rather that promoting
2 conservation decoupling became to be viewed as a mechanism that was shifting the
3 economic impact of the recession from the utility to consumers. By 1993, deferrals
4 accumulated to such a high level that the Maine Commission and the utility agreed to end
5 the experiment.
6
7 In 1995, the Washington Utilities and Transportation Commission (“UTC”) decided to
8 terminate its experimental periodic rate adjustment mechanism (“PRAM”) for Puget
9 Sound Power & Light, Co. The mechanism was designed to remove disincentives to
10 conservation by decoupling revenues from sales levels and allowing dollar-for-dollar
11 recovery of resource-acquisition costs. The UTC found that in the 5 years of experience
12 with the PRAM, there were increases in rates in every year and the increases resulted from
13 an extraordinary combination of events: 1) the addition of new power sources, 2) extended
14 drought conditions in the Columbia basin, 3) warmer than average winters, and (4) Puget's
15 initiation of an aggressive conservation program. Under the PRAM's "awkward
16 marriage," the rate impacts of the resource-cost adjustment overwhelmed the rate impacts
17 of the decoupling adjustment, making a fair comparison of decoupling with traditional
18 ratemaking difficult. The UTC added that neither feature provided a clear incentive for
19 the company to manage its acquisition of supply- and demand-side resources at least cost,
20 and that the PRAM shifted some degree of risk from the company to its customers.
21 Washington Ultilities and Transportation Commission v. Puget Sound Power & Light Co.,
22 Docket No. UE-950618, Sept. 21, 1995 (Wash.U.T.C.).
23
|
|
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1] Q. Does rejection of full or partial Revenue Decoupling mean that you do not support
2 energy conservation?
31 A No, but I share the concerns that the Commission had in SWG’s last rate case. First, the
4 issue should be fully explored as part of a broader investigation of usage volatility and
5 margin recovery. The Commission also wanted evidence that declining customer usage
6 would continue, to what level and whether conservation efforts are the cause. No
7 evidence on either of these issues was presented in this case. No evidence was provided
8 that showed that the Company needs “full Revenue Decoupling”. Other than the
9 administrative ease of implementing decoupling on a revenue per customer basis, I see no
10 link between weather normalization and energy conservation. And as I noted above, it
11 appears that what the Company really wants is protection from the weather. When one
12 looks at the options for partial decoupling, one must have evidence of what the monetary
13 losses are that are attributable to energy conservation efforts. No substantive evidence has
14 been presented here. Nor has any evidence been provided as to whether most of the
15 potential losses could be eliminated by just adopting simple rate design changes such a
16 increasing the customer charge.
17
18 One last reason for rejecting the Company’s proposal is lack of stakeholder support. In
19 Decision No 68487 the Commission directed the Company to coordinate its efforts with
20 all affected stakeholders. Company witness Congdon testified that in developing its
21 proposal the Company considered the Commission’s concerns and the opinions expressed
22 at the rate design collaborative (Congdon, page 4).
23
24 Considering concerns and opinions is not the same as building a broad-based proposal that
25 could be supported by all affected stakeholders. The Company needs to recognize that
26 decoupling is a substantial departure from traditional rate making and any change will
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}
} 1 require a true showing of need, rate impacts, customer education, and broad based support.
; 2 The Company has not shown that it has even done that. On July 26, 2007 the Residential
3 Utility Consumer Office (“RUCO”) filed comments on the outcome of the collaborative.
4 As noted in the RUCO comments “No consensus was ultimately reached between the
5 parties on these more relevant topics. However, the meetings proved useful in that the
6 parties were able to identify weather as the true cause of SWG’s inability to recover at
7 approved levels, and the conservation efforts are of relatively little significance to the
8 under-recovery phenomenon.” (Docket No. G-01551A-04-0876, July 26, 2007 filing).
9
10 Another factor that came out of the collaborative is the fact that SWG’s losses in margin
11 recovery due to energy conservation are relatively small in proportion to the impacts of
12 other factors, such as weather. Over three years SWG has under recovered its margin by
13 $22.5 million. Of this amount, $4.5 million, or approximately 20 percent was due to
14 conservation, and $18.1 million, or 80 percent, was attributable to weather (Ibid). This is
15 logical given the gas usage by ratepayers in southern Arizona. With relatively low per-
16 customer total usage, the losses from conservation will also likely be small.
17
18 The Company should not be permitted to ignore the outcome of the collaborative process
19 in this rate case. If they actually had a case to make, they should have presented it to
20 stakeholders and gotten their support. The Company has failed in its burden of proof that
21 decoupling is necessary or will work to achieve the goal of promoting energy efficiency.
22

23| SUMMARY OF RECOMMENDATIONS
24 Q. Could you please summarize your testimony?

25 A. The Company has three mains reasons for proposing a full Revenue Decoupling

‘ 26 Mechanism: 1) it removes an obstacle to promoting energy conservation 2) it is fair to the
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utility, its shareholders and its customers and 3) it will reduce the frequency of rate cases.
None of the Company’s reasons are persuasive and the Company has failed its burden of
proof. There has been no showing in this case that the lack of Revenue Decoupling is a
major obstacle to the promotion of energy efficiency. There has also been no showing
that Revenue Decoupling is fair to customers. Finally, the argument that the Company
will be able to reduce the frequency of rate cases is unpersuasive. The Company last
raised rates in April 2006 by just under $50 million per year. In this case the Company is
asking to increase rate by another $50 million with the single largest factor being
identified as the cost of capital — over $20 million. Any effect of decrease margin due to
energy conservation is dwarfed by other factors impacting the Company’s financial

position.

Q. Does this conclude your Direct Testimony?

A. Yes it does.
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FRANK W. RADIGAN

| EDUCATION

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

SUMMARY OF PROFESSIONAL EXPERIENCE

1998 Present  Principal, Hudson River Energy Group, Albany, NY -- Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY — Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaking. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY — Starting as
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

FIELDS OF SPECIALIZATION

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies. Wholesale power system modeling with GE-
MAPS.

PROJECT HIGHLIGHTS

Wholesale Commodity Markets

Transmission Expansion Planning — Various Utilities -- Member of Transmission Expansion Advisory Committee
in the New England Power Pool — the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing — Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003

Merchant Plant Analysis — Confidential client — Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002
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Market Price Forecasting — El Paso Merchant Energy — Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis — Novo Windpower — Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

‘ Gas Aggregation — Village of Ilion — Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement — Albany County, New York — Assisted client in analysis of economics of existing gas purchase
contract; negotiated termination of contract; designing request for proposal for new natural gas supply. 2000

HQ Prudence Review — Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply — Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
1997

Analysis of Load Pockets and Market Power — Performed analysis of load pockets and market power in New
York State; determined physical and financial measures that could mitigate market power. 1996

Study of IPP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (IPPs); separately measured rate
impacts resulting from statewide excess-capacity; determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures — Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and
capacity requirements; developed utility buy-back rates; presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of IPPs as allowed under PURPA.
1990-1994

Integrated Resource Planning - Led NYSPSC Staff team’s examination of each utility’s IRP process and
examination of impacts of processes and regulatory policies influencing the decision making process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment — Chairman of NYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost
methods. 1990

Rate Setting

Economic Development Rate — Massena Electric Department — For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate Case Cost of Service Study — Village of Hamilton, NY — For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Study — Pascoag Ultility District — Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department — Performed rate study of new multi-year wholesale power
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003
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Rate Case Cost of Service Study — Village of Arcade, NY — For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study — Village of Philadelphia, NY — For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study — Village of Hamilton, NY — For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study - Fillmore Gas Company — For small natural gas local distribution company,
performing cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study — Rowlands Hollow Water Works — For small water company, performing cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

- Standby Rates — Independent Power Producers of New York — Analyzed reasonableness of proposed standby rates

of Niagara Mohawk Power Corporation; proposed alternate rate designs; participated in settlement negotiations for
new rates. 2002

Economic Development Rates — Pascoag Utility District — Designed new cost based economic development rates
charged to large industrial customer contemplating locating within the municipality. 2002

Municipalization Study — Kennebunk Power and Light Department — Performed economic analysis of municipal
utility serving remaining portions of Village not already served; performed valuation of the plant currently owned by
Central Maine Power. 2001

Water Rate Study — Pascoag Utility District — Performed cost of service study for water utility; presented alternate
methods of funding revenue requirement. 2001

Pole Attachment Rates — Middleborough Gas and Electric Department — Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO
Service Tariffs. 2000

Pole Attachment Rates — City of Farmington, New Mexico municipal electric department — Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates — On behalf of four municipal utilities in New England — Developed cost based annual revenue
requirements for regional network transmission rates; represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring — Member NYPSC Staff team — Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility’s rates by $700 million over five years; implemented retail access
program, performed rate unbundling; divestiture of utility generation and the allowance of the formation of a
holding company; accelerated depreciation of generation; established customer education programs on restructuring;
established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling — Performed rate unbundling of retail rates of Orange & Rockland
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange &
Rockland’s service territory. 1992
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Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates.
1985

Environmental Issues

Energy Conservation Study — Pascoag Utility District — Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit — New York State Attorney General — Investigated modifications made at coal fired
generating units of New York utilities to determine whether major modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002.

Environmental Impact Study and Simulation Modeling Analysis — Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources — Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study — Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air Impact Study — Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments; installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study — Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State’s electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM; monetize
environmental impacts of electricity. 1993

EXPERT WITNESS TESTIMONY

Case 07-M-0906 — Energy East and Iberdola — On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

Case 07-E-0523 — Consolidated Edison — Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company’s proposal to increase retail electric rates by over $1.2 billion or 33%. 2007

Docket Nos. ER07-459-002, ER07-513-002, and EL.07-11-002 — Vermont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 07-05-19 — Aquarion Water Company — On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility’s proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No. E-04204A-06-0783 — UNS Electric — On behalf of the Arizona Corporation Commission testified on the
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reasonableness of the utility’s proposed revenue allocation and rate design. 2007

Docket Nos. 06-11022 and 06-11023 — Nevada Power Company — On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels.
2007

Case 06-G-1186 — KeySpan Delivery Long Island — on behalf of the Counties of Nassau and Suffolk analyzed the
Company’s proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

Case 06-M-0878 — National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. EL07-11-000 — Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.
2006

Case 05-S-1376 — Consolidated Edison — Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility’s steam system and its electric system. 2006

Docket No. 06-48-000 — Braintree Electric Light Department — On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 — New York State Electric and Gas Corporation On behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility’s proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 — Sierra Pacific Power Company — On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility’s proposed electric depreciation rates and expense levels.
2006

Docket No. 05-10006 — Sierra Pacific Power Company — On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility’s proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-17-000 — ISO New England, Inc. — On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 — Consolidated Edison — Electric Rate — On behalf of the County of Westchester testified to the
reasonableness of the Company’s revenue allocation amongst service classes and the company’s fully allocated
embedded cost of service study. 2004

Docket No. 04-02-14 — Aquarion Water Company — On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility’s proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U-13691 — Detroit Thermal, LLC — On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility’s proposed default tariffs for steam service. 2004

Docket No. 04-3011 — Southwest Gas Corporation — On behalf of the Staff of the Nevada Public Utilities
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Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al. — On behalf of the Wellesley Municipal Light Plant filed a
prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England.

Docket No. 03-10002 — Nevada Power Company — On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004

Case 03-E-0765 — Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners —
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003

Docket No. 2930 — Narragansett Electric — Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility’s proposed shared savings filing and its implications for the overall
reasonableness of the Company’s distribution rates. 2003

Docket No. 03-07-01 — Connecticut Light and Power Company — Before the Connecticut Department of Public
Utility Control testified to the recovery of “federally mandated” wholesale power costs. 2003

Docket No. ER03-1274-000 — Boston Edison Company — Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2003

Case 210293 — Corning Incorporated — Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility’s billing practices as they relate to flex rate contracts. 2003

Case 332311 — Nucor Steel Auburn, Inc. — Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility’s billing practices as they relate to flex rate contracts. 2003

Case 6455/03 — Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00-M-0504 — New York State Electric and Gas Corporation — Reviewed reasonableness of utility’s fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 — On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 — Consolidated Edison: Electric Rate Restructuring — On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001

Case 01-E-0359 — Petition of New York State Electric & Gas — Multi-Year Electric Price Protection Plan —
Addressed reasonableness of Price Protection Plan (PPP); presented alternative rate plan that called for 20%
decrease in utility’s base rates. 2001

Case 01-E-0011 — Joint Petition of Co-Owners of Nine Mile Nuclear Station — Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001
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Docket No. EL00-62-005 — ISO New England Inc. — Submitted affidavit on reasonableness of ISO’s proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 2001

Docket No. EL00-62-005 — ISO New England Inc. — Submitted affidavit on reasonableness of proposed
$0.17/kW/month Installed Capability Deficiency Charge. January 2001

Docket No. 2861 — Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge —
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 2001

Case 96-E-0891 — New York State Electric & Gas: Retail Access Credit Phase — On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG’s earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 — Boston Edison Company: Open Access Transmission Tariff — Testified on design,
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff. 1999

Docket Nos. OA97-237-000, et. al. —- New England Power Pool: OATT — Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service; testified to proposed rates, charges, terms and
conditions for ancillary services. 1999

Docket No. 2688 — Pascoag Fire District: Electric Rates — Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zapco Energy Tactics Corporation — Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket No. 2516 — Pascoag Fire District: Utility Restructuring — Testified on manner and means for utility’s
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 — Consolidated Edison: Electric Rates — Led Staff team in review of utility’s multi-year rate filing
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company’s actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996 — Consolidated Edison: Gas Rates — Testified on reasonableness of utility’s proposed depreciation
rates. 1994

Case 93-S-0997 — Consolidated Edison: Steam Rates — Testified on reasonableness of utility’s resource planning for
steam utility system. 1994

Case 93-S-0997 and 93-G-0996 — Consolidated Edison: Steam Rates — Testified on reasonableness of multi-year
rate plan proposed by the utility. 1994

Case 94-E-0098 — Niagara Mohawk: Electric Rates — Reviewed utility’s management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
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1994

Case 93-E-0807 — Consolidated Edison: Electric Rates — Testified on rate recovery mechanism for costs associated
with termination of five contracts with independent power producers. 1993

Case 92-E-0814 — Petition for Approval of Curtailment Procedures — Testified on methodology for estimating
amount of power required to be curtailed and staff’s estimate of curtailment. 1992

Case 90-S-0938 - Consolidated Edison: Steam Rates — Testified on reasonableness of utility’s embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 — Consolidated Edison: Electric Rates — Implementation of partial pass-through fuel adjustment
incentive clause. 1991

Case 90-E-0647 — Rochester Gas and Electric: Electric Rates — Analysis and estimation of monthly fuel and
purchased power costs for use in utility’s performance based partial pass-through fuel adjustment clause. 1990

Case 29433 — Central Hudson Gas and Electric: Electric Rates — Analysis of utility’s construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility’s partial pass-
through fuel adjustment clause. 1987

Case 29674 — Rochester Gas and Electric: Electric Rates — Review of utility’s historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 — Central Hudson Gas and Electric: Electric Rates — Review of utility’s construction budgeting process,
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 — Orange and Rockland Utilities: Electric Rates — Testified on the reasonableness of the utility’s
proposed depreciation rates and expense levels. 1985

Case 28313 — Central Hudson Gas and Electric: Electric Rates — Review of utility’s construction budgeting process;
analysis of rate year electric plant in service forecast; review of rate year operations and maintenance expense
forecast; forecast and rate treatment of profits from sales of wholesale power; estimation of fuel and purchased
power expenses. 1984

Case 28316 — Rochester Gas and Electric: Steam Rates — Price out of steam sales including the review of historic
sales growth, usage patterns and forecast number of customers. 1984

PRESENTATIONS

Multiple Intervenors Annual Conference — What Will Impact Market Prices? 1998, Syracuse, New York — Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference — Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC —
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs.

Gas Daily Conference — Fueling the Future: Gas’ Role in Private Power Projects, 1992, Houston, Texas — Panel
member addressing changing power supply requirements of electric utilities.

MEMBERSHIPS/ASSOCIATIONS
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Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO.
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Introduction

State Public Utility Commissions around the country are expressing increasing interest in energy efficiency
as an energy resource. However, traditional regulation may lead to unintended disincentives for the utility
promotion of end-use efficiency because revenues are directly tied to the throughput of electricity and gas
sold. To counter this “throughput disincentive,” a number of States are considering alternative approaches
intended to align their utilities’ financial interests with the delivery of cost-effective energy efficiency
programs. “Decoupling” is a term more are hearing as a mechanism that may remove throughput
disincentives for utilities to promote energy efficiency without adversely affecting their revenues.

In its July 14, 2004, resolution supporting efficiency for gas and electric utilities, the National Association of
Regulatory Utility Commissioners (NARUC) resolved *“to address regulatory incentives to address inefficient
use of gas and electricity” (NARUC, 2004). In doing so, NARUC found that regulators are confronted with
questions about what ratemaking mechanisms would be most effective in achieving commission objectives,
satisfying the needs of utilities, and providing the greatest benefit to ratepayers. Decoupling represents a
departure from common regulatory practice, and States that are considering decoupling should approach this
with appropriate care. For States considering decoupling, this paper is intended to provide an
introduction and answer some of the most frequently asked questions, and to help determine if and
how decoupling might be used.

1. What is decoupling? In the electricity and gas sectors, “decoupling” (or “revenue decoupling™) is a
generic term for a rate adjustment mechanism that separates (decouples) an electric or gas utility’s fixed
cost' recovery from the amount of electricity or gas it sells. Under decoupling, utilities collect revenues
based on the regulatory determined revenue requirement, most often on a per customer basis. On a periodic
basis revenues are “trued-up” to the predetermined revenue requirement using an automatic rate adjustment.

The result is that the actual utility revenues should more closely track its projected revenue
requirements, and should not increase or decrease with changes in sales. Since utilities will be protected
if their sales decline because of efficiency, proponents of decoupling contend that they are more likely to
invest in this resource, or may be less likely to resist deployment of otherwise economically beneficial
efficiency.” Decoupling is also being explored in the water utility sector, though this paper focuses on the
electricity and natural gas sectors.

2. How does decoupling work? Decoupling begins with the same rate case process as current
regulatory models use, so it is useful to review traditional ratemaking to understand how decoupling works.

How are rates are set under traditional regulation? With traditional regulation, the rates utilities can
charge are determined in a rate case, using the "cost of service” theory of regulation.’ Rates are set at a

! For our purposes “fixed costs” are those costs incurred to render service, which remain relatively constant
between rate cases. These typically include investment costs, including interest on debt and return on equity, and
unavoidable maintenance costs for power plants, transmission lines, gas pipelines, and other infrastructure, as well
as employee payroll. Variable costs are those which vary with the level of electric or gas output and include fuel
expenses, purchased power, and costs that vary broadly from month to month and are not included in decoupling
mechanisms. These are often addressed through fuel or other adjustment clauses under existing regulatory
practice.

2 Decoupling advocates note that it removes a financial disincentive to energy efficiency, but may not create an
incentive. Some decoupling advocates also argue that decoupling can help remove barriers to the integration of
demand response and distributed resources.

3 Why are utilities prices set by regulation and based on their cost of service? Electricity and natural gas are
considered to be essential services, and it is in the interest of society to ensure that the businesses that provide
these services can pay for the costs of their operations and capital. Because these services are provided by

This research document is presented for consideration by the membership of the National Association of Regulatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.
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level sufficient to allow the utility to recover costs incurred in providing service to its customers based on the
operating experience of a typical 12 month period (referred to as a “test year”). Test year expenses include
the commission-determined or -allowed rate of return on investments. The utility’s revenue requirement is
determined by adding the total of these expenses and the allowed return on investment. The revenue
requirement is divided by the amount of sales in the test year to derive throughput based rates. In a rate case,
test-year sales and operating costs are typically adjusted to reflect “normal” weather. This can be based on a
model of future years, or it can be based on past years: test years based on forecasted experience are known
as future test years, while test years based on prior financial performance are referred as historical test years.
Regardless of the type of test year used, the resulting prices are what customers pay per unit of electricity or
gas that they use until rates are reset with next rate case.

How does traditional rate regulation create a throughput incentive? While prices are based on test
year information, after a rate case actual sales will almost always differ because the exact patterns of
customer use are complex to predict: weather, changes in the economy, demographic shifts, new end-use
technologies, additions or reductions in the number of customers, and many other factors can affect actual
sales. As a result, it is highly likely that the utility will sell more or less electricity or gas than had been
assumed for the test year during the rate case. However, fixed costs are likely to be predictable. In the
energy sector, the cost of service tends to have a large component of fixed costs associated with investments
like power plants, gas pipelines, and electric transmission lines. This makes it difficult, but not impossible,
for the utility to increase profits by cutting costs®. Revenues are much easier to increase, which means that
utilities have a strong incentive to increase revenues by increasing sales. For existing customers, sales
growth may not require a great deal of new infrastructure and in these cases, the utility’s fixed costs would
not go up with increased sales’. In these cases, increases in sales volumes translate into increased revenues
which in tumn directly lead into increased profits. In fact, some observers have noted that because of the
link between profits and sales, a 1% increase in sales might lead to a 5% increase in profits (with
corresponding decreases in profits when efficiency reduces sales) (Harrington, 2007, 1994). Because the
utility makes more money and profit by selling more electricity or gas, this structure could theoretically
create a significant disincentive for utilities to encourage their customers to lower consumption through
energy efficiency.

3. How is decoupling different? Decoupling does not change the traditional rate case procedure but,
in its simplest form, adds an automatic “true-up” mechanism that adjusts rates between rate cases based upon
the over- or under-recovery of target revenues. As in the traditional rate case, a rate is set by determining the
revenue requirement and dividing it by expected sales®. Then, on a regular basis, prices are re-computed to

monopoly utilities, customers could be vulnerable to price exploitation. As a result, for over a century, prices
have been regulated by State PUCs to recover the utilities’ costs, while utilities have assumed an obligation to
provide service to the public.

* What about variable costs? Even though utilities’ fixed costs are high, they also see fluctuations in variable
items such as purchased power and the cost of fuels like coal or natural gas. These items are, in part, covered in
the rate set in a rate case, but unexpected costs are also covered through surcharges that are temporary in nature
and do not involve going through a whole rate case. Fuel Adjustment Clauses are an important variable cost that
is passed through directly to customers in most states. Decoupling is not applied to these variable components.

5 For new customers, infrastructure costs may reflect regional patterns. In some regions of the country, adding
new customers may require high additional infrastructure costs: connecting a building full of new gas customers in
the urban areas of the Northeast may require a short new addition of pipe in an area with an existing distribution
system. In other areas, adding new customers means adding costly new infrastructure, such as building long
system additions to provide new gas service to rapidly-growing areas of the Southwest.

% In decoupling’s simplest form, prices are adjusted to maintain a constant target revenue; however, in most
applications of decoupling the target revenue is adjusted for changes in the customer base so that the revenue
target varies with the number of customers, but not on the basis of how much electricity or gas the utility sells.

This research document is presented for consideration by the membership of the National Association of Regulatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.
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collect a target revenue based on actual sales volumes’. Decoupling mechanisms can be designed to be
adjusted on a monthly or quarterly basis, or some other regular interval.

The end result is that utilities should no
longer have an incentive fo maximize
their sales because the rate of return does
not change within the revenue
requirement. Nor is there a disincentive to
promote efficiency.

Decoupling should have the effect of
stabilizing the revenue stream of a
utility because its revenues are no longer
dependent on sales. If sales increase, rates
drop in the next period; if sales decrease,
rates increase to compensate. Under
traditional rate regulation, there is little
oversight of earnings between rate cases,
and it may be years before rates are re-
aligned with actual revenue requirements.
Since decoupling adjusts actual revenues
to align them with revenue requirements,
its proponents argue that it reduces
regulatory lag.

4. What is the relationship between decoupling and incentives for energy efficiency?
If utilities are required to promote energy efficiency programs, their revenues may be affected through a
variety of mechanisms. Commissions can address these new costs by providing program cost recovery and
shareholder incentives, as well as by addressing the throughput issue.

A great deal has been written about incentives for energy efficiency, which is a related but different
discussion. While it can remove disincentives for utilities to promote efficiency, decoupling is not
designed to create an incentive for energy efficiency. Furthermore, as discussed above, there are other
methods that remove the throughput disincentive, although revenue decoupling may best balance the removal
of utility disincentives to energy efficiency while preserving customer incentives to deploy energy efficiency.

Some decoupling proponents have argued that removing disincentives is not enough. They contend that
the cost of efficiency programs should be included as part of the cost of service. Moreover, in order to make
efficiency investments profitable when compared to other possible investments that the utility could make,
such as power plants or transmission, performance incentives for efficiency would reward utilities that invest
in successful programs by allowing them to earn an equivalent rate of return on those investments.
Conversely, some argue that incentives alone, without decoupling, are a better approach to driving
energy efficiency. They note that many utilities are doing little to promote additional sales of electricity and
the increases are customer-driven. Furthermore, some who have investigated decoupling note that in many
cases utility spending on efficiency is already effective, cost-effective and well-managed. (Connecticut
DPUC, 2006, NASUCA 2007 Resolution). In addition, large customers have argued that they may already
possess the means and incentives to enact energy efficiency measures, and that decoupling does little to
create new opportunities for efficiency in these markets (ELCON 2006).

7 The target revenue can be the same as that used in the last rate case, or it too can be adjusted over time by
increasing or decreasing the average revenue per customer value. More information on alternatives to the Per-
Customer method is included later in the FAQ.
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Finally, some argue that utilities are not the best providers of energy efficiency. In this argument,
utilities are organizations designed to deliver kilowatt hours and therms to their customers, and are ill-suited
to champion products that “unsell” electricity or gas. Arguments have been made that taking utilities out of
the efficiency businesses and having that function played by a State, quasi-State, or private sector entity is a
preferable alternative to removing disincentives to their promoting efficiency (ELCON, 2006). In fact,
numerous examples exist of successful efficiency programs being delivered by non-utility providers.
However, some make the case that if utilities are required to examine efficiency as a resource comparable to
supply (generation) and delivery (transmission) resources, this may create a perverse tension between the
utility’s least-cost resource planning processes and the financial interest of its shareholders (Costello, 2006)
In situations where the utility is recast as a provider of energy services, rather than a strict provider of
kilowatt hours or therms, decoupling may help remove this tension (Costello 2006, NAPEE, 2006).

Some proponents of decoupling also note that even if a the utility is taken out of the efficiency business and
that function is played by a State